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If Henry George Were Writing Today 


By HAROLD S. BUTTENHEIM 


I 
Bi con the beginning of the 19th 


century until after the Civil war, 

great land fortunes were being built 
up in our rapidly growing American 
cities. During the second third of the 
century the tremendous expansion of 
railroads was being encouraged by huge 
land grants. Then and later franchises 
for street railways and other local utili- 
ties were being given outright by city 
governments or bartered for a pittance. 
Exploitation of natural resources—coal, 
lumber, oil, and the rest—was becom- 
ing widespread. 

Henry George was a product of the 
Igth century and a witness of the in- 
justice and hardships to the many 
resulting from the usurpation of “the 
good earth” and of the natural monopo- 
lies by the few. With a keen, inquiring 
mind—untrammeled and also unaided 
by academic instruction, but cultivated 
by reading, by wide foreign travel, and 
by economic experience of great variety 
—he set himself the task of unraveling 
the tangle of progress and poverty. His 


innate sympathy with the sufferings of 
others was intensified by his own bitter 
privations, which had persisted in spite 
of his tireless energy and outstanding 
ability. 

Henry George was living in California 
at the time when the western frontiers 
were disappearing, being swallowed up 
in land grants to special interests. He 
declared in 1871: 


“Beginning with the Civil War period, a 
policy of dissipation of the public lands 
commenced, and so great have been the vari- 
ous kinds of grants, especially to the rail- 
roads, up to 1870, that, continuing at the 
same rate, all the available arable land will 
be given away by 1890. To a single railroad 
—the Northern Pacific,—25,600 acres have 
been given for the building of each mile of 
road... In California . . . free lands should 
be plentiful, yet the notorious fact is that so 
reckless has been the land policy that the 
immigrant in 1870 has, as a general thing, 
to pay a charge to middlemen before he can 
begin to cultivate the soil. Already indi- 
viduals hold thousands and thousands of 
acres apiece. Across many of these estates a 
strong horse cannot gallop in a day, and one 
might travel for miles and miles over fertile 
ground where no plow has ever struck, but 


which is all owned, and on which no settler 
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can come to make himself a home, unless he 
pay such a tribute as the lord of the domain 
may choose to exact.”! 


When George visited New York in 
the winter of 1868-9 the great land for- 
tunes of the Astors, Goelets, Rhine- 
landers, and Schermerhorns had already 
been built up. In many instances land 
titles had been secured in a fraudulent 
manner. Once the property was ob- 
tained, the holders needed to do nothing 
but sit tight while the alchemy of the 
rapidly growing metropolis magically 
transformed their holdings into great 
wealth.? Side by side with these giant 
fortunes were such evidences of wide- 
spread squalor and misery that Henry 
George made a vow to himself to dis- 
cover the answer to the riddle of why 
poverty accompanies wealth in advanc- 
ing civilization. 

One day after his return to California, 
while riding a mustang pony in the 
Oakland foothills and gazing over the 
broad acres, a flash of inspiration came 
to him and he recognized that the seat 
of the evil was the “monopoly of the 
land, the locking up of the storehouse 
of nature.’’* Out of this revelation was 
born the single-tax doctrine which was 
destined to create world-wide interest 
and to arouse fervent intensity of devo- 
tion in its adherents. 

It was essentially a simple doctrine. 
Titles to land were ill-gotten in the 
first place. Second, ground rents and 
increase of land values were attributable 
to community development and to the 
expenditures of government and not to 
any services rendered by !andowners as 
such. Third, private ownership of land 
resulted in a privileged class able to 
exploit the masses and to live in idle- 
ness through the toil of others. Abolish 


‘From Summary of “Our Land and Labor Policy, 
National and State,” contained in The Life of Henry 
George, by Henry George, Jr., (New York: Robert 


private exploitation of land by taxing 
away all the economic rent and by free- 
ing from taxation all improvements and 
other labor products. This was the 
simple formula which would germinate 
a millenium. Out of the evil of land ex- 
ploitation most others sprang. Destroy 
it, and the attendant economic ills would 
disappear. Henry George looked around 
him and saw everywhere, in the mis- 
taken land policy of the United States, 
evidence to support his theory. 


II 


The world changes, century by cen- 
tury, and decade by decade. Open 
avenues to privilege in one generation 
may become congested in another. 
Human greed is opportunistic, and 
social science must be pragmatic. Man- 
kind has lost much by burning the 
bodies of its prophets; it has often lost 
even more by embalming their words 
as universal and unchangeable truths. 

Had Henry George been born a half- 
century later, he would have lived 
amidst a new set of economic condi- 
tions; he would have seen new forms of 
exploitation, and it is doutbful that he 
would have formulated his single-tax 
doctrine. Collection of the economic 
rent as a major source of public revenues 
might have been advocated as an essen- 
tial, but not sole, element in a compre- 
hensive scheme of taxation aiming to 
reach all privilege and anti-social wealth 
rather than merely one instance of it; J 
for the author of Progress and Poverty, 
if writing today, could not fail to rec- 
ognize the fact that conspicuous for- 
tunes in the 20th century derive less 
than formerly from land ownership. 

The economic world which would now 
confront Henry George is a very differ- 
Schalkenbach Foundation, 1931), pp. 220-1. 

2Gustavus Myers, History of the Great American 


Fortunes (Pasadena: Kerr Co., 1910), Pt. II. 
3 Henry George, Jr., op. cit., p. 220. 
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ent world from the one he so keenly 
analyzed 50 years or more ago. True 
to his predictions, before the end of 
the 19th century practically all avail- 
able arable land had been given away. 
As a result, land grants had largely run 
their course. Moreover, franchises be- 
gan to be less liberally bartered than in 
the old days, when the unscrupulous 
use of greenbacks could stimulate a 
legislature or city council to dispense 
these favors on most liberal terms. 
Though public utilities are still some- 
thing of a dark continent, the 20th 
century finds them forced more and 
more into the light of publicity and 
subjected to continually increasing regu- 
lation. The railroads, the economic 
tyrants of George’s time, have been 
greatly curbed by government and by 
forms of competition then unknown. 
Speculation in city real estate, a 
phase of the land problem which greatly 
troubled Henry George, though not so 
obsolete as land grants nor so subjected 
to regulation as the utilities and the 
railroads, yet also shows signs of miti- 
gation. Real estate boom periods are 
part of the growing pains of a new 
country, and as it becomes older and 
more stabilized they are less likely to 
occur. One cannot, however, forget the 
Florida boom of a decade ago. And 
it is significant also that dishonest flota- 
tion of “guaranteed” mortgage bonds 
based on inflated land values in many 
parts of the United States and the de- 
velopment of ill-planned or unneeded 
real estate subdivisions contributed 
greatly to the unearned fortunes of 
shrewd speculators during the boom 
years preceding the fall of 1929, and 
to the subsequent disastrous losses of 
innocent or foolish investors. Nor can 
it be doubted that such speculation was 
a major cause of the general collapse 


and of the special troubles of many in-_ 


dustrial centers and agricultural regions 
during the current depression period. 

Nevertheless, there are compelling 
reasons for believing that such specu- 
lation has permanently passed its peak. 
One of them is to be found in the rapid 
slowing up in population increase in the 
United States. The decennial increases 
in population from 1800 to 1880 fluctu- 
ated from 30.1 to 36.4%, with the ex- 
ception of the Civil War decade, which 
marked a drop to 22.6%. For the 
decade ending in 1890 the rate of in- 
crease was 25.5%; in 1900 it was 20.7%; 
IgI0, 21.0%; 1920, 14.9%; and in 1930, 
16.1%. The increase of 1.2% in the last 
decade over that of the previous decen- 
nial period is attributable mainly to the 
shift in the time when the Census was 
taken. 

The trend disclosed by these figures 
is the combined result of a declining 
birth rate and of a sharp decrease in 
the number of immigrants entering the 
country. Thompson and Whelpton pre- 
dict such a slowing up of population 
growth in the United States that in 
1980 the population will be almost at 
its maximum size with about 155,000,000 
persons.‘ Not only is the rate of popu- 
lation increase falling off, but the ur- 
banization of the population is also 
proceeding at a diminishing rate, and 
there is a distinct trend toward suburban 
rather than congested city development. 

These facts indicate that land specu- 
lation on the great scale of the preceding 
century is likely to become less and less 
profitable. From this it does not follow 
that the problem of progress and pov- 
erty is solving itself. It merely denotes 
a shift in emphasis. The shrewdness 
and selfishness of human nature make 
unceasing attention to our economic 


4 Warren S. Thompson and P. K. Whelpton, “Popu- 
lation Trends in the United States,” Recent Social 
Trends Monographs, 1933. 
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institutions necessary if social welfare is 
to advance. New exploiters are sure to 
arise with every generation. If they 
are born in a country where land has 
already been preempted, they will seek 
other means of mulcting their neighbors. 
A significant list of current sources 
of personal aggrandizement, many of 
them not primarily dependent on land 
ownership or monopoly of natural re- 
sources, is the following, summarized 
from Stuart Chase’s 4 New Deal: 


SIxTEEN Ways To Make Money 


The creation of an artificial monopoly and 
the raising of prices. 

The tying up of a patent or a secret process 
and charging all that the traffic will bear. 

The ingenious overcoming of the interest 
rate in selling credit to the wayfaring man. 

The manufacturing of a useless, adulterated, 
or even vicious product and creating de- 
mand for it by high-pressure selling and 
advertising. 

Creation of a demand for a product which, 
good in its modest way, deserves no such 
price or no such use as advertising blasts 
out for it. 

The creation of new fashions in costumes, 
fads, or novelties, and the astute mani- 
pulation of social pressure to market them. 

The manufacture and manipulation of more 
or less dubious stocks and bonds and the 
unloading of the same upon the public by 
high-pressure methods. 

Speculating in securities. 

Speculating in land and natural resources. 

Speculating in commodities. 

Promotion of parasitic industries. 

Graft in politics. 

Graft in business. 

Racketeering. 

Dumping surplus production abroad. 

Rushing blindly in to compete when excess 
capacity already threatens the industry. 


If Henry George were writing today, 
is it unreasonable to suppose that he 
would include, as additional elements 
in his scheme of taxation, dependence 
on steeply graduated income and in- 
heritance taxes, to the end that exist- 
ing wealth may contribute adequately 
to the support of government, and that 


there may be a beneficial check on new 
types of exploitation which land-value 
taxation alone could not reach? 


III 


Great changes since George’s time 
are evidenced not only by our shift 
from an agricultural to an industrial 
economy, by the diminishing rates of 
urbanization and of population increase, 
by increasing attention to the govern- 
mental regulation or ownership of public 
utilities, by the disappearance of free 
land, and by the devising of new means 
of exploitation, but also in the field of 
economic theory. 

Although Henry George had no 
formal academic training, he studied 
carefully the writings of classical econo- 
mists. Of their doctrines he accepted 
wholeheartedly the theory of rent and 
rejected just as emphatically the wage- 
fund theory. For his opposition to the 
latter doctrine he gives some credit to 
the work of his brilliant, but less spec- 
tacular, contemporary, Francis A. Walk- 
er, who strikingly refuted the wage-fund 
theory in his book on The Wages Ques- 
tion, published in 1876, three years be- 
fore the appearance of Progress and 
Poverty. 

Both Walker and George denied that 
wages are limited by a fund created in 
advance by saving, and both showed 
that wages are paid mainly out of the 
products which labor concurrently pro- 
duces. But George, like the classical 
economists, recognized only three factors 
in production—land, labor, and capital. 
In his theory of distribution there was 
no such thing as profits apart from rent, 
wages, and interest. The entrepreneurs, 
or great business executives and mani- 
pulators, whom Walker recognized as a 
fourth factor of production, were largely 
ignored in George’s system of political 
economy. 
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In spite of this oversimplification of 
the economic structure, the author of 
Progress and Poverty recognized, of 
course, the evils of concentrated capi- 
tal. For example: 


“In the aggregation of large masses of 
capital under a common control, there is 
developed a new and essentially different 
power from that power of increase which is a 
general characteristic of capital and which 
gives rise to interest . . . Everyone knows 
the tyranny and rapacity with which capital 
when concentrated in large amounts is fre- 
quently wielded to corrupt, to rob and to 
destroy . . . Profits thus derived are not 
to be confounded with the legitimate re- 
turns of capital as an agent of production.”® 


While economists now agree with 
Henry George in rejecting the wage- 
fund theory, few of them accept his 
simplified theory of distribution; and it 
is probable that he would present that 
subject somewhat differently, were he 
writing today. With unerring aim, how- 
ever, the author of Progress and Poverty 
went to the heart of his problem when 
he said: ‘ 


“The cause, which, in spite of the enor- 
mous increase of productive power, confines 
the great body of producers to the least share 
of the product upon which they will consent 
to live, is not the limitation of capital, nor 
yet the limitation of the powers of nature 
which respond to labor. As it is not, there- 
fore, to be found in the laws which bound 
the production of wealth, it must be sought 
in the laws of distribution.’”® 


The realization of this truth is being 
forced more and more upon the world 
today. If our present economic system 
is to survive, production and consump- 
tion must be so balanced that the masses 
of mankind may be enabled to profit 
much more and to suffer far less than 
at present from mankind’s progress to- 


ward the more abundant life. 


5 Progress and Poverty, op. cit., pp. 192, 193. 
8 Thid., p. 154. 
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IV 


An unhopped hurdle to land-tax leg- 
islation has been the farmer’s fence. In 
the states where land and improvements 
are assessed separately, the urban areas 
show more of their total valuation in 
improvements than do the rural areas. 
This ratio of improvement value to land 
value continues to mount until cities 
reach metropolitan size. It seems evi- 
dent, therefore, that, if taxes were re- 
moved from improvements and placed 
wholly on the land, the property taxes 
of rural landowners would increase more 
in proportion than those of owners of 
urban land. 

This differential against the farmer 
could be partly overcome by adopting 
Professor John R. Commons’ recom- 
mendation that, in assessing farm land 
for taxation, fertility should be rejected 
in determining its value. 

“His reason is that taxation should look 
to the future rather than to the past, and 
fertility is an element which the farmer must 
at all times maintain by his industry and his 
expenditure of capital. His examination 
leads him to the conclusion that, on the 
average, one-half of the value of the farm- 
er’s land rests in a value he, himself; must 
keep up. The tax, therefore, upon his land 
should be reduced 50 per cent before visible 
or semi-permanent elements are taken into 
consideration. Under any proper applica- 
tion of the principle of Professor Commons, 
the farmer’s tax should rest on site value and 
nothing else. When this is done, the working 
owner will be placed upon the same plane as 
his city brother.”? 

But if rural land values were thus 
lowered, justice would require that 
urban real estate be likewise taxed only 
on its site value and not on improve- 
ments on or in the land or on benefit 
assessments paid by landowners. As a 
result of such rational reassessment, it 
seems quite certain that the tax base 


7Jackson H. Ralston, What’s Wrong With Taxa- 
tion?, 1932, 2nd ed., p. 136. 
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would be so reduced as to render the 
economic rent thus computed quite in- 
adequate as the sole source of public 
revenues. 

Another problem of the farmers is 
puzzling many who recognize the funda- 
mental justice of Henry George’s major 
thesis. According to orthodox single- 
tax doctrine, with land no longer held 
out of use by monopolists or specula- 
tors, inadequately paid industrial work- 
ers could always throw up their jobs 
and turn to agriculture. This would 
mean that the farmers, many of them 
already impoverished by surplus pro- 
duction, would be constantly menaced 
by an army of potential competitors. 
Such a contingency arouses little en- 
thusiasm from either group. As a matter 
of fact, this opportunity, which was con- 
sidered so-important in the predomi- 
nantly agricultural era in which Prog- 
ress and Poverty was written, would 
probably prove valueless to most city 
workers and harmful to most farmers. 
Surely its author, if writing today, 
would be a vigorous opponent of the 
idea that a back-to-the-land movement 
can solve the complex problems of an 
industrial civilization. He would win 
the support of the farmers, I believe, 
by showing them that a scientific system 
of providing public revenues would so 
promote prosperity and lessen taxes on 
labor products as to raise both urban 
and rural employment to the maximum 
and reduce burdensome tenantry and 
cut-throat competition to the minimum. 


V 


If he had lived in the 20th century, 
Henry George could not fail to recog- 
nize recent progress in city and regional 
planning and zoning, and to suggest 
how the rational raising of public rev- 
enues would make this important move- 
ment more effective. Especially he 


would allay the fears expressed by some 
of our most public-spirited land plan- 
ners and workers for housing betterment 
as to the probable effects of site-value 
taxation. These advocates of spacious- 
ness in city development are very prop- 
perly concerned lest a. drastic shift in 
the incidence of taxation should create 
or perpetuate needless congestion of 
population in our urban areas. They 
cite Henry George’s argument that gov- 
ernmental collection of the economic 
rent would force idle land into use; and 
they ask whether the result would not 
be to negative one of the cardinal prin- 
ciples of modern city and regional plan- 
ning—the prevention of overcrowding. 

With the economic insight he pos- 
sessed, and with the added knowledge 
he would now have of recent legal de- 
vices for controlling land uses, Henry 
George’s reply would, I believe, make 
clear: 

(1) That site-value taxation for mu- 
nicipal revenue, by greatly reducing the 
cost and difficulty of land acquisition, 
would remove what now seems to be 
the economic need for congestion in 
land development; and the abolition of 
taxes on improvements would help 
greatly in solving the housing problem 
for the lower economic groups; 

(2) That, as the late Oscar H. Geiger 
once suggested, in discussing the effect 
on land use of land-value taxation, the 
proper phrase to apply is not that such 
taxation would force idle land into use, 
but that it would reduce the holding of 
good land out of use; that there would 
be a readjustment whereby more de- 
sirable land would come into use and 
submarginal land drop out of use; 

(3) That every community ought to 
determine for itself, through carefully 
drafted city planning and zoning laws, 
the maximum degrees of congestion it 
will permit in the development of pri- 
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vate property, and not leave such de- 
termination to the whims of selfish or 
short-sighted exploiters; 

(4) That a well-designed city plan 
does not imply the ill-balanced spacious- 
ness induced by our present specula- 
tive practices; and that there is great 
economic waste in the needless spread- 
ing out of cities past miles of vacant 
lots with installation of street paving 
and utilities at public expense long in 
advance of a need which may never 
exist; and 

(5) That the lowering of land costs 
through site-value taxation would also 
have the great advantage, which every 
city planner ought to welcome, of en- 
abling municipalities to acquire much 
more ample areas for playgrounds, 
school sites, and other public open 
spaces. 

Henry George would also remind the 
city planners, I believe, that the social 
value of zoning ordinances in many 
cities is now largely nullified by the 
powerful pressure of reactionary real 
estate interests. Such pressure is ex- 
erted both when zoning ordinances are 
being drafted and in forcing subsequent 
amendments. Needlessly large areas 
are thus zoned for business and apart- 
ment house developments. Buildings 
are too often permitted to overcrowd 
the comparatively few lots on which 
they are erected, while much of the 
zoned area finds no better use than the 
growing of weeds, billboards, or hot- 
dog kennels. If the principle were es- 
tablished that the added ground rents 
resulting from a zoning change would 
accrue to the city government, land- 
owners would be much less likely to 
petition for such amendments contrary 
to the public interest. 


VI 


Had Henry George been born a half- 


century later, his economic views would, 
I am sure, have been profoundly in- 
fluenced by other subsequent inventions 
and trends. Among the A, B, C, D’s 
of current knowledge, he would be a- 
ware: 

(A) That recent technological pro- 
gress has vastly increased productive 
capacity per acre of land, whether de- 
voted to agriculture or industry; 

(B) That structural steel and the ele- 
vator have multiplied manyfold the 
number of persons for whom office space 
or housing or hotel accommodations 
can be provided within the limits of 
existing cities; 

(C) That 20th century means of 
transportation and communication—the 
automobile, the airplane, the telephone, 
and the radio—have stimulated a sub- 
urban trend which is greatly increasing 
the acreage of habitable land in all our 
metropolitan regions; 

(D) That the factors just mentioned, 
coupled with our present ability to pro- 
duce an abundance of low-cost electric 
current and to transmit it to regions 
heretofore remote, are constantly tend- 
ing to lessen differentials in land values. 

If the author of Progress and Poverty 
were writing today, can we doubt that 
he would weigh these trends in connec- 
tion with our dwindlingand perhaps van- 
ishing population gains in the United 
States? And would not the inevitable 
conclusion be that, with much more 
land now accessible for use than an 
abundant life for all can possibly require, 
the economic rent of land as a whole 
will tend to diminish? For our inven- 
tions have virtually discovered a new 
continent of unused resources, and in a 
new continent ground rent is a less im- 
portant economic factor than in an in- 
tensively developed region. 
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VII 


There are still other reasons why I 
believe that Henry George would not 
expect today to be able to derive from 
a tax on land values alone all the rev- 
enues which could be wisely expended 
by our various units of government. If 
the economic rent of land is what is 
produced or producible on that land in 
excess of the productive capacity of any 
available free site and if government 
were to collect such economic rent, 
speculative Jand values would largely 
disappear. With their disappearance 
governmental revenues would be less 
than the huge sums that optimistic 
single-taxers often estimate. A little 
reflection will make this clear. 

One of the most convincing argu- 
ments for site-value taxation is its 
wholesome discouragement of the spec- 
ulative holding of land out of use. But 
most of the vacant land now specula- 
tively held, if thrown on the market or 
taken by the government for delinquent 
taxes, would not produce an economic 
rent based on its present asking price 
or assessed valuation. Obviously, we 
cannot abolish speculative values and 
still collect taxes on speculative values. 
Hence, the economic rent actually col- 
lectible, while probably ample for the 
needs of municipal and county govern- 
ment, would be totally inadequate for 
the expenditures which our state and 
national governments ought to incur. 

I say ‘ought to incur” because of my 
conviction that, if we are to attain and 
maintain prosperity and welfare for all, 
governmental spending for constructive 
and cultural purposes and for old age 
and disability pensions ought to be 
vastly more, rather than less, than at 
present. 

Superfluous and socially injurious sav- 
ings by individuals and corporations 
must be sluiced off by the government 


and turned into wholesome community 
consumption. To accomplish this pur- 
pose the range of profitable public spend- 
ing is wide and inexhaustible. Every- 
where are communities that can become 
more convenient, safe, sanitary, and 
beautiful; in every state are regions that 
can be made more usable and accessible 
for production and pleasure; areas de- 
nuded of forests or subject to soil erosion 
or to devastation by flood that need 
reclamation or protection; grade cross- 
ings to be eliminated; roads that should 
become parkways; institutions that need 
modernizing; rivers that ought to be 
freed from the pollution of sewage and 
factory wastes; slums to be abolished 
and housing conditions to be bettered; 
educational, cultural, and recreational 
facilities that need enlarging and im- 
proving to meet the needs of an era 
which is banishing child labor and can 
provide more voluntary leisure for adults 
than the world has ever known. 


Through these and other betterments 
will government—national, state, and 
local—enable its constituents to con- 
tribute to and enjoy a steadily rising 
standard of physical and intellectual 
life. When creative capacity remains 
idle, society loses in wealth much more 
than it saves in wages. Hence, for the 
nation as a whole, the net cost of these 
public works and services would be vir- 
tually nothing—perhaps actually less 
than nothing—if financed through the 
employment of brains, muscles, and 
equipment that would otherwise be un- 
used. 

And there are many things on which 
we shall spend less in future. As I 
pointed out in discussing ““What Do We 
Want from Taxes?”’, in the August, 
1934, Survey Graphic, we shall buy fewer 
penal institutions when we buy more 
playgrounds; fewer tuberculosis sani- 
toria when we have more neighborhoods 
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of sunny homes; fewer insane asylums 
when we have achieved freedom from 
the fear of want. In future we shall 
pay less for correcting errors in the 
building of our cities, and more for 
plans whereby such errors may here- 
after be avoided. The whole problem 
of securing efficient and really service- 
able nationa] and local governments 
depends more than most “reformers” 
realize on the abolition not only of 
waste but of want—and of war. Had 
Henry George lived through the World 
War, he would doubtless agree with his 
able California disciple, Jackson H. Ral- 
ston, who stated (in 1932): 


“Tt is highly probable that for many years 
to come, although land values were to be 
taxed to the limit, a large part of our reven- 
ues would of necessity be raised from other 
sources, and the reason for this is that fully 
75 per cent of our national revenues are 
being spent for past or anticipated wars. 
These expenditures represent no corres- 
ponding addition to our maintenance of land 
values. We are therefore as to them con- 
structing no basis upon which land value 
taxation can rest. We are wasting our sub- 
stance and the community like the individual 
has to pay for such extravagance in present 
loss or in mortgaging the future.’ 


VIII 


Our urgent need for prosperity-pro- 
ducing governmental expenditures is 
evidenced by ‘the fact that, if Henry 
George were writing today, he would 
have to alter very little, as applying 
to the 1930's, his graphic description 
of the tragic sufferings and injustices 
of the 1870’s. Take these passages from 
Progress and Poverty,® for example: 


“From all parts of the civilized world come 
complaints of industrial depressions; of 
labor condemned to involuntary idleness; of 
capital massed and wasting; of pecuniary 
distress among business men; of want and 


8 Tbid., p. 119. 


suffering and anxiety among the working 
classes. All the dull, deadening pain, all the 
keen, maddening anguish, that to great 
masses of men are involved in the words 
‘hard times,’ afflict the world today . . . The 
march of invention has clothed mankind 
with powers of which a century ago the 
boldest imagination could not have dreamed. 
But in factories where labor-saving ma- 
chinery has reached its most wonderful de- 
velopment, little children are at work; 
wherever the new forces are anything like 
fully utilized, large classes are maintained by 
charity or live on the verge of recourse to it; 
amid the greatest accumulations of wealth, 
men die of starvation, and puny infants 
suckle dry breasts; while everywhere the 
greed of gain, the worship of wealth, shows 
the force of the fear of want. The promised 
land flies before us like the mirage. The 
fruits of the tree of knowledge turn as we 
grasp them to apples of Sodom that crumble 
at the touch... 

“This association of poverty with progress 
is the great enigma of our times. It is the 
central fact from which spring industrial, 
social, and political difficulties that perplex 
the world, and with which statesmanship and 
philanthropy and education grapple in vain. 
From it come the clouds that overhang the 
future of the most progressive and self-re- 
liant nations. It is the riddle which the 
Sphinx of Fate puts to our civilization, and 
which not to answer is to be destroyed.” 


Henry George believed that in the 
private appropriation of natural or com- 
munity-created land values, and in 
faulty methods of taxation, lay the 
major causes of all this trouble. In 
the simple device of the single tax he 
was sure he had discovered the magic 
solution. I, too, believe that a major 
cause of poverty in the midst of plenty 
is our failure to conserve for the public 
benefit the resources and economic rent 
which nature and the community create; 
and that another major cause is to be 
found in our unscientific—and in the 
aggregate, inadequate—taxes. In fact, 
I am convinced that in a scientific sys- 
tem of bountiful taxation lies our only 


*Pp. 5, 8, 10. 
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workable alternative to fascism or com- 
munism. 


IX 


For these reasons I am bold enough 
to believe that if Henry George were 
writing today he would be a triple- 
taxer rather than a single-taxer. This 
means that he would add income taxes 
and also inheritance taxes to land-value 
taxes as desirable and prosperity-pro- 
ducing sources of public revenues. He 
would, of course, use his wonderful com- 
mand of the written and spoken word 
in opposition to the burdensome sales 
taxes and the strangling tax-limitation 
laws now being advocated by powerful 
but short-sighted groups of special plead- 
ers. His pen would be controlled by 
no special interest except his own inter- 
est in the welfare of his fellow men and 
of generations yet unborn. If he were 
rewriting his Social Problems, he would 
find no reason in the events and condi- 
tions of 1935 to alter the following para- 
graphs published in 1883: 

“So true it is that poverty does not come 
from the inability to produce more wealth 
that from every side we hear that the power 
to produce is in excess of the ability to find a 
market; that the constant fear seems to be 
not that too little, but that too much, will 
be produced. Do we not maintain a high 
tariff, and keep at every port a horde of 
Custom House officers, for fear the people 
of other countries will overwhelm us with 
their goods? Is not a great part of our 
machinery constantly idle? Are there not 
even in what we call good times, an im- 
mense number of unemployed men who 
would gladly be at work producing wealth 
if they could only get the opportunity? Do 
we not, even now, hear from every side, of 
embarrassment from the very excess of 
productive power, and of combinations to 
reduce production? ... 

“Every day passed in enforced idleness by 
a laborer who would gladly be at work could 
he find opportunity, means so much less in 


10Henry George, Social Problems (New York: Rob- 
ert Schalkenbach Foundation, 1934), pp. 73, 77: 


the fund which creates the effective demand 
for other labor; every time wages are screwed 
down means so much reduction in the pur- 
chasing power of the workmen whose in- 
comes are thus reduced. The paralysis which 
at all times wastes productive power, and 
which, in times of industrial depression, 
causes more loss than a great war, springs 
from the difficulty which those who would 
gladly satisfy their wants by their labor find 
in doing so. It cannot come from any natural 
limitation so long as human desires remain 
unsatisfied, and nature yet offers to man the 
raw material of wealth. It must come from 
social maladjustments which permit the 
monopolization of these natural oppor- 
tunities, and which rob labor of its fair 
reward,’ 


X 


To some devoted disciples of the great 
prophet whose views I have been dis- 
cussing, there may be much that seems 
presumptuous in the foregoing paper. 
Others will recall Henry George’s own 
words in Social Problems, where he said: 


“T ask no one who may read this book to 
accept my views. I ask him to think for 
himself. Whoever, laying aside prejudices 
and self-interests, will honestly and carefully 
make up his own mind as to the causes and 
the cure of the social evils that are so ap- 
parent, does, in that, the most important 
thing in his power toward their removal... 
The great work of the present for every man, 
and every organization of men, who would 
improve social conditions, is the work of 
education—the propagation of ideas.”!! 


And may we not recall, also, the final 
appeal in that great book: 


“Hence it is, as Mazzini said, that it is 
around the standard of duty rather than 
around the standard of self-interest that 
men must rally to win the rights of man. 
And herein may we see the deep philosophy 
of Him who bade men love their neighbors as 
themselves. 

“In that spirit, and in no other, is the 
power to solve social problems and carry 
civilization forward.”™ 


" Jbid., pp. 242, 243. 
12 Tbid., p. 245. 
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To question the adequacy of this in- 
spiring peroration may seem not merely 
presumptuous, but actually sacrilegious. 
Nevertheless, I must suggest one thought 
in conclusion. 

With George’s belief that service, 
rather than self-interest, must be the 
main motivation of those who would 
lead civilization forward, I am in hearty 
accord. But the votes that carry the 
elections are cast not by leaders but by 
followers. To them the appeal, I be- 
lieve, must be both to altruism and to 
self-interest. And to the overwhelming 
majority of the rich as well as the poor, 
such an appeal can with entire sin- 
cerity be made. Under a just system 
of taxation there could be a car in every 
garage and a chicken in every pot; but 
this would not preclude the possibility 
of two cars and two chickens—even five 
cars and five chickens—in some garages 
and pots. 

No dead level of net incomes would 
be either necessary or desirable in a 
rational society. Enough of a spread 
between minimum and maximum earn- 
ing power should be left to supply in- 
centive for the mental and physical 
efforts which are still necessary, even 
with all our technological advance, to 
meet the needs and supply the joys of 
modern civilization. But such incentive 
does not require conditions under which 
the great majority of our American 
families receive incomes of less than 
$2,000 a year, while others are collect- 
ing $200,000 or even $2,000,000 or more 
ayear. May we not be optimistic enough 
to imagine a gradual readjustment, 


through taxation and the stimulation 
of industry without resort to fascism 
or communism, to such an extent that 
unmerited poverty and unneeded wealth 
will both disappear? Suppose that the 
normal minimum wages of able-bodied 
or able-brained American adults were 
to range from $3,000 to $5,000 a year— 
and even assume, if you will, that this 
would involve the inability of other 
American adults, whether working or 
loafing, to collect and retain more than 
$30,000 to $50,000 a year. Would not 
this income spread be sufficient incen- 
tive for all the initiative and enterprise 
which our 20th century civilization re- 
quires? And would not the average 
of happiness and security among those 
who now comprise our aristocracy of 
wealth become much greater than they 
could derive from ‘“‘untrammeled indi- 
vidualism and collective irresponsibil- 
ity?” 

If this goal were achieved, a few 
monopolists, and exploiters, and gang- 
sters would have less of this world’s 
goods than they now try to enjoy. But 
the physical and spiritual advantages 
to all but a tiny fraction of the popula- 
tion would be so tremendous that a 
convincing appeal to the voters might 
be founded on the fundamental fact— 
fully realized by Henry George—that 
man has a mouth to fill as well as a 
soul to satisfy. Thus may we achieve 
the more speedily that happy society 
of which prophets and _ philosophers 
have dreamed and for which scientists 
and statesmen through the ages have 
toiled. 





Regulation of Municipal Electric Utility 
Rates in Wisconsin: 1931-1934 


By H. ZINDER and 


RIOR to June, 1931 when the Wis- 

consin Railroad Commission was 

reorganized into the Public Service 
Commission of Wisconsin, regulation of 
minicipal utilities was limited by lack of 
both funds and personnel. The original 
public utility laws of 1907 invested the 
Commission with the same powers over 
municipal utilities as over private utili- 
ties. The utility legislation of 1931, 
which among other things provided for 
assessing the costs of investigations 
against the utilities to a limited extent, 
made possible more complete enforce- 
ment of the powers, duties, and obliga- 
tions of the Commission. 

Many arguments may be advanced 
both pro and con as to the need for, and 
necessity of, regulation of municipal 
utilities, particularly as to rates charged 
for service. The present lack of agree- 
ment in this matter cannot be better 
illustrated than by the mere reminder 
that the legislatures of only 16 states 
have provided for such regulation.? 
Many are inclined to view active reg- 
ulation of municipal activities as to 
rates, service, accounts, and securities as 
an unnecessary infringement upon local 
powers, and as something essential only 
under private operation. The many 
benefits of regulation as a preventive of 
abuses in the monopoly control of an es- 
sential service, whether rendered by a 
municipal or private agency, are fre- 
quently overlooked. Hence, it is of par- 
ticular interest to examine the record of 
the Public Service Commission of Wis- 
consin for the past three and one-half 


1Indiana, Maine, Maryland, Massachusetts, Mis- 
souri, Montana, Nebraska, Nevada, New Jersey, New 
York, Rhode Island, Utah, Vermont, West Virginia, 


WALTER E. CAINE 


years in relation to the regulation of 
municipal utility rates. This period 
commences relatively early in the de- 
pression and offers an unusual opportu- 
nity to review municipal utility rate reg- 
ulation over a period when necessary 
adjustments of rates called forth con- 
siderable activity. 
Emergency Rate Reductions 


It is impossible to portray municipal 
utility rate-making during the depres- 
sion without at least a review of the 
multitude of ‘temporary emergency rate 
reduction” orders which were issued 
during its early years. These orders 
almost invariably provided for a hori- 
zontal percentage reduction in bills un- 
der the existing rate. Each decision of 
this nature specified a definite future 
date, usually one year hence, when the 
original rates would automatically be 
reinstated, unless the order were “‘previ- 
ously altered or amended on petition of 
the utility, or its customers, or on mo- 
tion of the Commission.” Jurisdiction 
was ordinarily retained by the Commis- 
sion for the period of the reduction in 
order that changes might be effected 
immediately if changing conditions war- 
ranted such action. 

For the most part, municipal utilities 
in good financial condition entered into 
whole-hearted cooperation with the Com- 
mission in its effort to meet the emer- 
gency with lower rates. In fact, the 
“emergency” case files indicate that 
many of these reductions were suggested 
by municipal officials. On the other hand, 
it may be true that in some few cases 
Wisconsin and Wyoming. (Mosher and Crawford, Pub- 
lic Utility Regulation (New York: Harper and Brothers, 
1933), P- 499.) 
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emergency reductions were initiated by 
municipal utility officials in an effort 
temporarily to reduce excessive earnings 
for the purpose of delaying a permanent 
reduction, pending a determination of 
the probable trend of future sales and 
revenues. 

The Commission recognized from the 
beginning the obstacles, to future rate 
adjustments, of flat percentage reduc- 
tions and their extension for additional 
yearly periods. A flat percentage reduc- 
tion had the advantage of giving all 
customers some measure of relief and 
at the same time leaving the original 
rate intact. However, it was recognized 
that many of these reductions would 
become permanent and that the oppor- 
tunity of adjusting incorrect rate forms 
and schedules to a more promotional and 
scientific basis, usually most conven- 
iently made when a reduction is made, 
would be lost. Furthermore, in many 
instances the inequities in an existing 
schedule would be enlarged by making 
permanent a flat percentage reduction in 
price. One of the early emergency reduc- 
tions provided for a 20% discount on all 
bills, where the rate was already rela- 
tively low. At the present time, the 
conversion of this temporary reduction 
into a permanent rate schedule of proper 
design presents many difficult problems. 
During the latter part of the period 
under review, temporary reductions were 
made so as not to conflict with the 
probable succeeding step in a change in 


‘the permanent schedule of the utility. 


This policy not only required consider- 
able study of rates and costs by the Com- 


2 Many formal decisions of the Commission are en- 
titled “In the Matter of the Investigation on Motion 
of the Commission of the Rates, Rules, Practices and 
Activities of the City of..................0. » as an 
Electric Utility.” Where a rate investigation has been 
initiated informally by the utility, later being turned 
into a formal investigation, the resulting reduction has 
been labeled as “‘initiated by the utility” in the table 


mission staff in each case but in some 
instances led to opposition by municipal 
utility officials because of the unequal 
reductions to customers which would 
result. Usually, however, conferences 
with municipal utility officials brought 
about an approval of the policy when it 
became apparent to them that only in 
this way would future difficulties be 
avoided. 


Permanent Reductions 


During the period under consideration 
there were numerous permanent adjust- 
ments of municipal utility rates. A 
careful analysis has been made of all 
such adjustments, since it is here pri- 
marily that any influence of Commission 
regulation should be apparent. The re- 
sults of this analysis are summarized in 
Table I. This table lists chronologically 
the name of each municipal electric 
utility which has undergone any type of 
permanent rate reduction during the 
period, together with pertinent descrip- 
tive material. In addition, each reduc- 
tion has been labeled as initiated by 
either the Commission or the utility.? It 
will be noticed that some of the muni- 
cipal utilities appear more than once in 
the table, indicating more than one rate 
adjustment during the three-and-one- 
half-year period. There are 87 munic- 
ipal electric utilities in the State. Table 
II lists those municipal electric utilities 
which had no permanent rate adjust- 
ments during the period. Some of these 
utilities are now under investigation and 
some have had rate adjustments since 
December 31, 1934.2 At the present 
writing there are only nine municipal 


referred to, even though the title of the case may read 
“on motion of the Commission.” This transfer to a 
formal investigation is necessary whenever it has been 
found that some few bills would be increased as a re- 
sult of the change. 

3 The following municipal electric utilities of those 
listed in Table II have had rate adjustments since De- 
cember 31, 1934: Evansville and Prairie du Sac. 
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TaB_eE I. List of PERMANENT REDUCTIONS IN RaTEs oF Wisconsin Municipat Evectric 
UriLitiEs FRoM JULY 1, 193I—DECEMBER 31, 1934 
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TaBLe I. List or PERMANENT Repuctions IN Rates or Wisconsin Municipat ELectric 
UTILITIES FROM JULY 1, 1931I—DECEMBER 31, 1934—(Continued) 





Popula- Date of 
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tion Reduction 


Amount of 
Reduction 


Rates Affected 
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Customers Affected 
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Initiated by 
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Percent 
Reduction 
Domestic 
Power 

St. Ltg. 
Rural 
Cooking 
Initiated b 





Wisconsin Rapids... Nov., 1933 
Black Earth Jan., 1934 
Boscobel Jan., 1934 
Feb., 1934 
Feb., 1934 
Feb., 1934 
Mar., 1934 
Apr., 1934 
Apr., 1934 
Apr., 1934 
Apr., 1934 
Apr., 1934 
Apr., 1934 
Apr., 1934 
May, 1934 
May, 1934 
June, 1934 
June, 1934 
June, 1934 
June, 1934 
July, 1934 
July, 1934 
Aug., 1934 
Aug., 1934 
Aug., 1934 
Sept., 1934 
Oct., 1934 
Oct., 1934 
Oct., 1934 
Nov., 1934 
Dec., 1934 
Dec., 1934 
Dec., 1934 
Dec., 1934 
Dec., 1934 


Westby 
Lake Mills 


Mazomanie 
New London 
New Holstein 


Kaukauna 
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utilities which have made no permanent 
rate adjustments during the past 3% 
years and which have no adjustment 
pending at the present time. 

Table III presents a summary of some 
of the information contained in Table I. 
It will be noted that 52% of the reduc- 
tions listed were initiated by the utilities 
themselves. However, these reductions 
accounted for only 29% of the total 
value in dollars, and affected only 31% 
of the customers shown in the table. The 
smaller average reduction initiated by 


the utilities, $2,663 as compared with 
$7,476, would seem to indicate that the 
Commission limited its activities to the 
larger utilities. A detailed examination 
of Table I does not support this sup- 
position. Many of the reductions initi- 
ated by the utilities have been limited to 
satisfying rate complaints or the correc- 
tion of some faults in the rate schedule 
that developed under changing circum- 
stances. On the other hand, reductions 
initiated by the Commission have, for 
the most part, been general rate 
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Taste II. Wisconsin Municipar Evectric UTILITIES 
Havinc No PERMANENT RaTE REDUCTION FROM 
JuLy 1, 1931 TO DECEMBER 31, 1934. 
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revisions. Such reductions constitute a 
“dividend” to rate payers through a 
reduction of excess earnings. 

The mere fact that a utility is munic- 
ipally owned does not in itself establish 
the absence of a profit motive. The 
profit motive of a municipal utility ex- 
ists in the desire of a city council to 
relieve the taxpayer at the expense of 
the rate payer. However, in only 7 out 
of the 44 reductions initiated by the 
Commission were there any definite 
objections encountered. Hence commis- 
sion regulation of municipal utility rates 


under such circumstances is best de- 
scribed as supervisory. At the same time 
there appears to be a definite need for 
enforcement powers at the fringes of 
municipal ownership to prevent the un- 
reasonable burdening of the rate payer, 
thereby denying him the fullest use of an 
essential service. In this connection the 
following figures relating to kilowatt 
hour sales to residential, commercial, 
and rural customers for municipal, as 
compared with private, utilities in Wis- 
consin are of interest: 





Municipal Private 
Year Utilities Utilities 
(kw. hrs.) (kw. hrs.) 
= OP rae 48,064,000 502,581,000 
1932. : 48,326,000 479,959,000 
ree. 48,602,000 4535857,000 


It is recognized that many factors other 
than rates influence the use of electric 
service but it is questionable whether 
this comparatively good showing of 
municipal utilities could have been ac- 
complished without a policy of rate 
adjustments. 


Basis for Reductions 


The influence of commission regula- 
tion of municipal utility rates extends 
deeper than merely determining when 
rate adjustments should be made. In 
arriving at the basis for such reductions 
many questions of major importance are 
involved. 


Tasie III. Summary ANALYsIS oF PERMANENT Repuctions 1n Municipat UTILity 
Rates, JuLy, 1931-DECEMBER 31, 1934. 





























Initiated by Initiated by 
Commission Utilities Total 
Amount | Percent | Amount | Percent} Amount | Percent 

Number of Reductions..................0.45 44 48% 48 52% 92 100% 
Value of Reductions..................0.--005 $315,793 71 $128,018 29 $443,811 100 
Number of Customers Affected................ 50,179 69 22,395 31 72,574 100 
Population Affected................0002 eee 117,168 68 56,442 32 173,610 100 
Average Size of Reduction................... FTO: | 5s: 5:0 21058 A ace $4,824 |........ 
Average Reduction per Customer............. $6.99°|........ - OG 2g eae 2S hl eee 
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In a recent decision of the Wisconsin 
Supreme Court: (City of Milwaukee v. 
Railroad Commission, 206 Wis. 339 
(1933)) the Court declared that each 
type of utility service, e. g., electric, 
water, heating, etc., rendered by a joint 
utility should be considered independ- 
ently in any rate-making proceedings. 
This decision had a marked effect upon 
the regulation of municipal utilities in 
particular, since most electric depart- 
ments are operated in conjunction with a 
water department, the latter more often 
than not being in the nature of a poor 
relation continually requiring financial 
assistance. Although the policy to which 
the Court objected is inherently unfair 
from the point of view of costs par- 
ticularly, the policy had been followed 
by the Commission in previous years 
because of the lack of a definite ruling 
in the matter and for practical local con- 
siderations. Hence recent adjustments 
of municipal utility rates have often re- 
sulted in an added increment of reduc- 
tion to electric customers that formerly 
represented a. subsidy of water custom- 
ers. 

Unless evidence of important errors is 
found in the utility’s accounting for 
fixed capital, the Commission has tended 
to accept historical book cost as reported 
to it annually, in its determination of a 
rate-base. Many municipal utilities, 
however, have charged portions of capi- 
tal additions to operating expenses, 
largely as a result either of a misunder- 
standing of accounting or in a few in- 
stances of a frank desire to overstate 
operating expenses and understate re- 
turn. Obviously, if this has gone on for a 
period of years, during which time the 
utility has continued to earn a fair return 
over and above its erroneously reported 
operating expenses, the customers of 


4In the Matter of an Investigation on Motion of the 
Commission of the Rates, Rules and Practices of the City. 


such utilities have been forced during 
that period to contribute toward the 
utility’s fixed capital. The Commission, 
in the Mondovi Telephone Company 
case (P. U. R. 1933 B 319, and denial of 
rehearing, P. U. R. 1933 D 142) con- 
sidered the problems resulting from such 
conditions and practices, and ruled as 
follows: 


“Hence wherever and whenever plant ex- 
penditures have been absorbed in operating 
expenses, and these operating expenses have 
been reported under oath and relied upon by 
the Commission, these items are not to be 
added back to the plant account later in 
determin.ag a rate-base.” (P. U. R. 1933 D 


144.) 

Since the original decision in this 
matter on November Io, 1932, the 
“Mondovi principle” has been adhered 
to in regulation of municipal as well as 
private utilities. 

A further point with regard to the 
fixed capital accounts of municipal 
utilities which has been more closely 
watched in recent months is the elimina- 
tion of non-used and -useful property 
from the rate-base. An example of this 
situation, together with the Commis- 
sion’s ruling thereon, is found in the fol- 
lowing quotation from a recent deci- 
sion.! 


“Included in the utility’s fixed capital ac- 
counts as reported are the following items of 
steam generating equipment: 


1. Boiler plant equipment....... $ 7,691.22 
2. Electric plant, steam......... 19,532.57 
3. Miscellaneoussteamequipment 539.99 

(| EES a Ceara erie $27,763.78 


“The utility’s steam generating plant con- 
sists of a building . . ., 3 hand-fired boilers 
totalling 450 H. P. in capacity, 3 reciprocat- 
ing steam engines totalling 373 H. P. in ca- 
pacity, 2 A. C. generators totalling 275 Kv-a. 
in capacity, and miscellaneous transformers 


and exciters. 


of Waupun, as an Electric Utility, Docket Number 
2-U-608, Signed April 17, 1934. 
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“The utility’s report to this Commission 
for 1914 shows 349,410 kilowatt hours to 
have been generated that year by steam, 
with no energy acquired from other sources. 
. . . Reports from 1920 through and includ- 
ing 1932 show the utility to have generated 
only 4,240 kilowatt hoursduring that period, 
full requirements having been met with 
energy purchased from the Wisconsin Power 
and Light Company... . 

“In determining the value of this gener- 
ating equipment as a source of power in an 
emergency, three factors should be borne in 
mind: (1) the generating capacity is con- 
siderably less than the maximum demand on 
the system (642 K. W. in 1932), (2) it would 
require approximately two hours’ time to 
get the equipment into operation in the 
event of an emergency, and (3)'a certain ele- 
ment of standby service is otherwise avail- 
able due to the fact that energy enters the 
city from the Wisconsin Power and Light 
Company’s generating plants over two high- 
lines and from opposite directions. 

“After giving consideration to these fac- 
tors, together with the history of the use of 
this equipment . . . we conclude that its 
continued operation is not essential to good 
electrical service in Waupun .. . 

“The utility officials, however, assert that 
its primary value lies in its use as standby 
capacity for the electrically operated pumps 
of the water department in case of an inter- 
ruption in the supply of purchased energy 
; We fail to see why the users of elec- 
tricity in Waupun should be obliged to pay 
for this feature through electric rates, even 
though it should be true that the fire insur- 
ance rating is appreciably affected by the 
existence of such equipment . . .” 


Consequently, the retirement of the 
equipment was assumed in the deter- 
mination of a rate-base and electric con- 
sumers of the city profited by an addi- 
tional reduction of $1,777° as a result. 

The Commission in recent years has 
almost invariably adopted a policy of 
deducting the depreciation reserve in 
determining the rate-base.* In applying 


5 This figure is 17.8% of the total reduction of $10,000 
shown on line 65 of Table I. 

6 The Commission’s reasoning in this connection is 
well illustrated in the two Mondovi orders cited above. 

7 For example, the record of hearing in a recent case 


this principle, the rate-base of a munic- 
ipal electric utility sometimes suffers 
because of poor accounting in prior 
years. Municipal utilities as a class have 
been accustomed to make an annual 
depreciation charge to operating ex- 
pense of 5% of the cost of the plant on a 
straight-line basis. On the other hand, a 
review of the depreciation reserve ac- 
counts of many municipal utilities will 
show no charges whatever to the reserve 
over a period of years, others will show 
nominal charges,’ while a few only will 
indicate a normal use of the reserve. 
Customers of a utility which handles its 
depreciation in this manner are required 
to pay double for replacements—once in 
advance when the utility has charged 
operating expenses and credited the re- 
serve, and once at the time of the re- 
placement when the cost is again 
charged to operating expenses. In the 
past few years the Commission has been 
able to correct many of these accounting 
practices. 

The practical question arises in a rate 
case, however, as to enforcing a policy of 
deducting the resultant high reserve 
from the gross plant value to arrive at a 
rate-base. The deduction of the depre- 
ciation reserve under such circumstances 
results in a figure which is probably far 
from the actual depreciated physical 
plant value on an appraisal basis. On 
the other hand, it would appear only 
reasonable and equitable, when earnings 
have been no less than fair, to deduct the 
entire reserve in arriving at a net rate- 
base, upon the “Mondovi principle” that 
it is unreasonable to require customers 
to pay a return upon their own contribu- 
tions to fixed capital. This is based upon 
the premise that if customers pay $100 


(Re City of Spooner, 2-U-774) indicates the Commis- 
sion’s witness to have testified that only $46.00 in re- 
tirements were charged to the reserve during the 10 
years ending December 31, 1933. This was in spite of a 
fixed capital account of over $76,000. 
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in equal instalments in anticipation of 
the retirement of a piece of property, 
they have done all that can reasonably 
be expected. If the utility, at the time 
of the actual retirement, fails to use the 
funds already set aside for the purpose 
and again charges the customers $100 
for the same property, this time by a 
lump-sum charge to operating expenses, 
the utility is recovering the investment 
twice from the customers. This is 
patently unfair. The Commission in 
adopting the general policy of deducting 
the depreciation reserve in most in- 
stances, especially where earnings in the 
past have always been adequate, has 
apparently followed this reasoning. 

In determining the return earned the 
Commission has invariably followed the 
practice of allowing a reasonable amount 
for taxes to be set up. This allowance is 
determined by applying the local tax 
rate, for school and local taxes, against 
the value of the property in accordance 
with local assessment practices. In this 
manner the municipal utility sets up as 
an expense, to be paid to the city, an 
amount usually equivalent to what it 
would receive if the utility were privately 
owned. On property located outside the 
corporate limits of a municipality, the 
municipal utility is taxed by the state 
at the average state rate. This does not 
apply to water utility property outside 
of city limits. The additional state and 
county taxes paid by private utilities 
are generally not set up by the local 
municipal utility, although where energy 
is purchased from a private utility a 
share of such taxes is presumably in- 
cluded in the purchase price of energy. 

During the past few years the Com- 
mission has figured fair rates of return 
of 6% for electric utilities. This rate of 


8 When considered in the light of some of the special 
circumstances in the Boonville case, such as free street 
lighting service and the return to the city of its invest- 


return has been applied to both private 
and municipal utilities. Prior to the de- 
pression, a 7% return was the general 
policy. These allowances for rates of 
return represent a policy almost dia- 
metrically opposite to the recent de- 
cision of the New York Commission 
in the Boonville case (Cases No. 7426 
and 7593), wherein the right of a munic- 
ipal utility to earn a profit was denied.® 
The policy of the Wisconsin Commission 
is largely directed by Section 66.06 (11) 
(c) of the Wisconsin statutes which reads 
as follows: 


“The income of a public utility owned by a 
municipality, shall first be used to meet 
operation, maintenance, depreciation, inter- 
est, and sinking fund requirements, additions 
and improvements, and other necessary dis- 
bursements or indebtedness. Income in 
excess of these requirements may be used to 
purchase and hold interest bearing bonds, 
issued for the acquisition of the utility or 
‘heads issued by the United States or any 
municipal corporation of this state, or may 
be paid into the general fund.” 


The wording of this section obviously 
implies the expectation on the part of 
the legislature that a municipally owned 
utility will be permitted to earn some- 
thing more than the bare operating costs 


of the business. Further than that, it 
implies the right of a municipality to 
appropriate these surplus earnings to 
general municipal funds when not needed 
for utility purposes. Although the 
statute does not specify taxes as a cost, 
the Commission’s policy, as previously 
explained, is to treat taxes as a cost 
element to be recovered before deter- 
mining return on the investment, or 
surplus earnings. The Wisconsin Com- 
mission apparently bases its regulation 
of municipal utility earnings upon this 
interpretation allowing a fair return 


ment in the utility through appropriations from earn- 
ings, the policies of the two Commissions in reality may 
not be entirely opposite. 
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(6% at present) to be earned, and per- 
mitting the transfer of funds to the 
municipality after all expenses have been 
met and sufficient reserve funds have 
been built up for future requirements. 

Excessive appropriations of munici- 
pal utility funds to the general city 
fund for the purpose of reducing local 
taxes are equivalent to a sales tax on 
electric energy. Taxpayers are not rate 
payers in all cases. In the case of one 
municipal utility one of the largest in- 
dustries and taxpayers in the commu- 
nity was not a customer of the municipal 
utility but by special arrangement re- 
ceived service from the nearby trans- 
mission line and steam plant of a private 
utility. While this may be an extreme 
example of the inequities that follow 
from reducing the general tax rate by 
an added burden on electric customers, 
the policy should be definitely recog- 
nized as representing a sales tax on 
electricity. The essential nature of 
electric service and the dependence of 
costs and rates on increased use should 
justify a policy of the lowest possible 
rates. If the laws of Wisconsin provided, 
as is the case in Indiana, that the 
Commission pass upon the reasonable- 
ness of all transfers of utility funds to 
the city general fund, the reserves of 
some municipal utilities would be more 
liquid. The past experience of the Com- 
mission has been that some municipal 
utilities have made excessive appropria- 
tions to the general city funds, thereby 
weakening the position of the municipal 
utility to carry on successfully and ren- 
der adequate service at low rates. 


Rate Policies 


In most rate adjustments, either the 
municipal utility board, members of the 
city council, or the plant manager have 


9 The same requests are also frequently made with 
regard to rates for municipal fire protection service in 


more or less determined opinions as to 
who should enjoy the reduction in rates, 
irrespective of costs or existing dif- 
ferentials in rates to various classes of 
customers. Because of the necessity of 
reducing taxes during the past few years, 
the Commission has almost invariably 
been confronted with the request to in-_ 
clude a substantial reduction in street- 
lighting rates in the rate adjustments.° 
One city attorney expressed himself as 
follows in a letter to the Commission: 


“ 


. if the Commission will agree to lower 
the charge which the city pays for its serv- 
ices to the electric fund and to the water 
fund, we will take immediate steps to com- 
ply with ... requirements... Unless 
this is done there is no use in the clerk or the 
writer going to the council with any proposi- 
tion. They do not understand it, but they 
do understand tax rates. It is my opinion 
that the charges that the city makes against 
itself for these services should be cut just 
exactly in half and if you will see that that 
result is accomplished, we will start out 
right away to take care of this situation... 

“There is no necessity for the Commission 
to write me about their studies of costs of 
lighting in other cities, because I am not 
interested and I have read that letter. The 
point is that if you will let us bill ourselves 
for these services what they are reasonably 
worth, that is, one-half of what we now have 
to charge ourselves, the result will be that the 
utilities will make money and that they will 
accumulate an actual, as well as book, re- 
serve to replace the system when it is worn 
out and we will then have a proposition 
which really looks like something and is 
something.” 


Many city officials, looking upon their 
electric (or water) utility as simply an- 
other department of the city govern- 
ment, either completely overlook or will- 
fully ignore the laws of the state which 
provide that “the charge made by any 
public utility for any heat, light, water 
or power . . . delivered . . . or for any 
service rendered . . . in connection there- 


cases involving the rates of municipal water utilities, 
and much the same problems are involved. 
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with shall be reasonable and just, and 
every unjust or unreasonable charge for 
such service is prohibited and declared 
unlawful.” (Section 196.03, Wisconsin 
Statutes.) It does not appear reasonable 
and within the intent of the statutes to 
maintain a high domestic service rate, 
for example, in order that street-lighting 
service may be rendered the municipal- 
ity at 50% of the ascertainable costs of 
such service. But neither is it thought 
reasonable to assess the city more than 
the cost of street-lighting service in order 
to serve domestic customers at less than 
cost. 

Often a requested drastic reduction in 
the street lighting is attributable to a 
lack of familiarity with the costs in- 
volved. Local officials are prone to 
acquire a persecution complex when it 
dawns upon them that they are required, 
for example, to pay their own electric 
utility an average of 4%c or sc per kw. 
hr. for energy used by the street-lighting 
system, when other classes of customers 
may get service at as low as 2c per kw. 
hr. at the last step of their rates. Nor 
does it always ease the situation to point 
out that the average cost of energy to 
other classes of service may be as high or 
higher than the street-lighting rate, or 
that the utility must meet its fixed 
charges on a large investment in orna- 
mental and overhead street-lighting 
equipment while such consuming equip- 
ment is not supplied to other classes of 
customers. The belief frequently re- 
mains that the city is being discrimi- 
nated against in favor of the household 
customer. 


In most of the recent orders of the 
Commission a fixed charge type of 
street-lighting rate has been adopted. 


10 The following street-lighting rate, recently applied 
to the city of New Holstein, Wis., for service rendered 
by its municipal electric utility, will illustrate the above 
explanation: 


An “investment or fixed charge” is 
first set up, designed to cover only de- 
preciation, taxes, return, and mainte- 
nance on special street-lighting equip- 
ment. By labeling this charge an “‘in- 
vestment” charge, the fact is brought 
out clearly that the extra investment in 
street-lighting equipment occasions cer- 
tain fixed costs which it is reasonable to 
require the municipality rather than 
other customers to pay. To this invest- 
ment charge is added a block energy 
charge, the lower step of which is de- 
signed to meet the bottom step of rates 
for other classes of services. This form 
of rate tends to emphasize the fact, 
among other advantages, that the munic- 
ipality is required to pay no more for 
the actual energy than are other classes 
of service.'° 

Most municipal electric rate schedules 
now provide for a price differential be- 
tween energy sold for domestic use and 
that sold for lighting of commercial 
establishments. This policy is so general 
throughout the country that its equity 
is seldom questioned. However, the 
establishment of this differential in the 
case of municipal utilities which have for 
years sold energy to both classes at the 
same rate, is one of the difficult problems 
met by the Commission. The Commis- 
sion has generally delayed the establish- 
ment of a commercial lighting classifica- 
tion until the change could be made 
without increasing the bills of such 
customers. 

Because experience as well as theory 
has proved a separate domestic heating 
and cooking rate to be usually discrim- 
inatory in application, the Commission 
has endeavored in recent years to estab- 


4oc per overhead lamp per month 
gsc per ornamental lamp per month 
Energy charge: 
First 4,000 kw. hrs. used per month, 3c net per kw. hr. 
Over 4,000 kw. hrs. used per month, 2c net per kw. hr. 
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lish combination domestic service (sin- 
gle meter) rates. In some instances it 
has been found necessary to order the 
separate cooking rate removed from the 
utility’s schedule by formal order in 
spite of resulting increased bills, when it 
has become evident that customers were 
using the cooking circuit for lighting pur- 
poses. In most cases, however, the retire- 
ment of the cooking rate has been 
effected by providing a much more 
advantageous combination rate. 

One superintendent objected strenu- 
ously to the adoption of a low combina- 
tion rate because it deprived him of a 
“‘persuader” in his efforts to build up a 
range load. By requiring domestic cus- 
tomers to pay a relatively high rate (ap- 
proximately 5.4c per kw. hr.) for energy 
used by their refrigerators, washing ma- 
chines, irons, etc., but permitting them 
to use the cooking circuit (at 2c per kw. 
hr.) for this equipment after the installa- 
tion of an electric range, he had been 
able to compete on excellent terms with 
the local gas utility. The Commission, 
however, failed to see the equity of 
charging one class of customers 37% of 
the price charged other customers for 
small appliance use, simply because they 
had added a range to their installation. 
A combination rate was consequently 
adopted. 

Probably the most striking policy of 
the Wisconsin Commission, in the minds 
of customers and the public generally, 
has been its comparatively recent adop- 
tion of the fixed charge rate form for 
domestic and commercial lighting serv- 
ice. Although the greater number of 
communities in which this rate form is 
now in operation are served by private 
companies, very few orders affecting 
rates of municipal utilities have been 
issued since January I, 1934, which have 
not also provided for its adoption. 

The purpose of this article is not to 


go into detail concerning the theory 
underlying its adoption, the extent of 
its adoption, and the results obtained. 
Briefly, the fixed charge is designed to 
cover only so-called customer costs, 
listed by the Commission in various 
decisions as expenses of meter reading 
and testing, billing, collecting, and sun- 
dry commercial department expenses, 
maintenance and fixed charges (taxes, 
depreciation, and interest) on the invest- 
ment in utility owned equipment on the 
customers’ premises (service drop, meter, 
etc.). The fixed charge is designed to 
cover no demand costs and is conse- 
quently not unduly large. 

This rate form is desirable since it is 
promotional and because it is much more 
readily understood and checked by cus- 
tomers than were the real estate room 
rates, active room rates, and connected 
load rates it has supplanted in many 
instances. Its greater equity as com- 
pared with a simple block rate, to- 
gether with its ease of administration 
and the reasonable expectation of good 
results from its promotional character, 
have all helped in winning municipal 
plant managers to favor its adoption. 
As a result of this cooperation, 27 out of 
32 residential and /or commercial light- 
ing rate changes since January I, 1934, 
listed in Table I, have resulted in the 
adoption of the fixed charge rate form. 
The following domestic service rate, 
recently adopted by the cities of Bloomer 
(population 1,865) and Jefferson (popu- 
lation 2,639) will serve as a sample of 
this type of rate: 


Availability: Available for all lighting 
purposes, use of small appliances on light- 
ing circuits, motors totalling not more than 
two horse power in capacity, heating, cook- 
ing, and refrigeration. 

Fixed charge: 6§c gross, 60c net per month. 

Energy charge: 

First 40 kw. hrs. used per mo., at $c 
gross, 4c net per kw. hr. 
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Next 160 kw. hrs. used per mo., at 3c 
gross, 2c net per kw. hr. 

Over 200 kw. hrs. used per mo., at 1%4c 
net per kw. hr. 

Minimum bill: The minimum monthly 
charge under the foregoing rate for lighting 
service, including the use of motors totalling 
not more than two horse power in capacity, 
and appliances (including stoves) of less than 
2,000 watts individual capacity, shall be the 
above fixed charge, 65c gross, 60c net per 
month. 

For heating and cooking installations 
above 2,000 watts individual capacity, the 
minimum monthly charge (including the 
above fixed charge plus energy at the fore- 
going rates) shall be $1.65 gross, $1.60 net 
net per month. 


The commercial lighting rate adopted 
by the city of Bloomer is as follows: 


Availability: Available for all lighting pur- 
poses, use of small appliances on lighting 
circuits, motors totalling not more than 
two horse power in capacity, heating, 
cooking, and refrigeration. 

Fixed charge: 79c gross, 75c net per month. 

Energy charge: 

First 120 kw. hrs. used per mo. at $c gross, 
4c net per kw. hr. 

Over 120 kw. hrs. used per mo. at 24c net 
per kw. hr. 

Minimum bill: The minimum monthly 

charge under the foregoing rate for light- 
ing service, including the use of motors 
totalling not more than two horse power 
in capacity, and appliances (including 
stoves) of less than 2,000 watts individual 
capacity, shall be the above fixed charge, 
79C gross, 75c net per month. 
For heating and cooking installations over 
2,000 watts individual capacity, the mini- 
mum monthly charge (including the above 
fixed charge plus energy at the foregoing 
energy rates) shall be $1.79 gross, $1.75 
net per month. 


The commercial lighting rate adopted 
by the city of Jefferson, which is in a 
somewhat higher relationship to the 
domestic rate due to the larger size of 
the community and the resulting larger 
average commercial lighting loads, is as 
follows: 


Availability: Available for all lighting pur- 
poses, use of small appliances on lighting 
circuits, single-phase motors totalling 
not more than two horse power in capacit 
attached to the lighting circuit whic 
do not interfere with the lighting service, 
heating, cooking and refrigeration. 

Fixed charge: 80c gross, 75c net per month. 

Energy charge: 

First 100 kw. hrs. used per month at 
§c gross, 4c net per kw. hr. 

Next 200 kw. hrs. used per month at 
4C gross, 3c net per kw. hr. 

Next 1700 kw. hrs. used per month at 
3c gross, 244c net per kw. hr. 

Over 2000 kw. hrs. used per month at 
1c net per kw. hr. 

Minimum Dill: The minimum monthly 

charge under the foregoing rate for com- 
mercial lighting service, including the use 
of motors as limited above and appliances 
(including stoves) of less than 2,000 watts 
individual capacity, shall be the above 
fixed charge of 80c gross, 75c net per 
month. 
For heating and cooking installations 
over 2,000 watts individual capacity, 
the minimum monthly charge (including 
the above fixed charge plus energy at 
the foregoing energy rates) shall be $1.80 
gross, $1.75 net per month. 


There follows a statement of the resi- 
dential and commercial rates for the 
Marshfield municipal electric utility 
(population 8,778). This is one of the 
larger municipal utilities in the State 
in which the fixed charge form of rate 
was recently adopted. 


Fixed charge: 65c gross, 60c net per month. 
Energy charge: 
First 40 kw. hrs. used per month at 
$4c gross, $c net per kw. hr. 
Next 40 kw. hrs. used per month at 
3i4c gross, 3c net per kw. hr. 
Over 80 kw. hrs. used per month at 
2c gross, 2c net per kw. hr. 
Minimum bill: The fixed charge shall con- 
stitute the minimum bill for lighting use. 
With heating and cooking installations of 
3 kw. or over, the minimum monthly 
charge (including the above fixed charge 
lus energy at the foregoing rates) shall 
Be $1.10 gross, $1.00 net. 
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The commercial lighting rate applic- 
able in Marshfield is as follows: 


Fixed charge: 80c gross, 75c net per month. 


Energy charge: 
First 100 kw. hrs. used per month at 


5c gross, $c net per kw. hr. 
Next 400 kw. hrs. used per month at 


4c gross, 34c net per kw. hr. 
Over 500 kw. hrs. used per month at 
2c gross, 2c net per kw. hr. 
Minimum bill: The fixed charge shall con- 
stitute the minimum bill. With heating 
and cooking installations of 3 kw. or 
over, the minimum monthly charge (in- 
cluding the above fixed charge plus 
energy at the foregoing rates) shall be 
$1.10 gross, $1.00 net. 


The rates quoted above as samples of 
the fixed charge form have not been 
shown for any purpose other than 
illustration. There are municipal utili- 
ties in the State charging for lighting 
service at rates higher than those shown 
above and others serving at lower rates. 


Conclusion 


As stated at the outset of this discus- 
sion there are many arguments for and 
against state regulation of municipal 
utilities. In Wisconsin the statutes make 
no distinction between private and 
municipal utilities as to the regulatory 
powers and duties of the Public Service 
Commission. This article is in the nature 
of an income account of the activities of 
this Commission in carrying out its 
duties as to the regulation of municipal 
utility rates during the past three and 
one-half years. Other phases of regula- 
tion, such as service, detailed account- 
ing practices, financing, and construc- 
tion have not been discussed. In these, 
as well as in rate matters, the Commis- 
sion has frequently been called upon by 
municipal utility managers for advice 
and assistance. The Commission has 
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gone so far as to design an entire dis- 
tribution system, set up bookkeeping 
records, and solve troublesome operating 
problems for municipal utilities. The 
size of municipal utilities of the state is 
such as to preclude the hiring of man- 
agers sufficiently familiar with all the 
technical problems of a utility and to 
make the frequent engaging of outside 
expert assistance prohibitive. 

In summarizing the influences of the 
rate activities of the Commission affect- 
ing municipal utilities it must be’ re- 
membered that the period covered is 
unusual in two respects: (1) the depres- 
sion gave rise to necessary widespread 
rate adjustments, and (2) the present 
Commission was confronted at its incep- 
tion with considerable “deferred regula- 
tion” resulting from the inability. of the 
old Railroad Commission to stretch its 
meager funds to include adequate regu- 
lation of private and municipal utilities. 
The mere fact that “deferred regulation” 
left many problems to be worked out and 
rate adjustments to be made is in. itself 
an indication of the need for municipal 
utility regulation in preventing undue 
drifting from sound practices. The 
rendering of utility service should be 
recognized as a _ business enterprise 
whether municipally or privately. oper- 
ated. In requiring reports to be filed, 
accounts to be kept in a prescribed man- 
ner, reserves to be set up, returns to be 
fair, and rates to be equitable and non- 
discriminatory, regulation assures the 
continued profitable operation of munic- 
ipal utilities. It is recognized that once 
these ‘‘deferred”’ adjustments have been 
made and the principles set forth, the 
activity of the Commission with respect 
to municipal utilities should normally 
show a marked decline. 
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“As Represented”: Adventures in Public 
Utility Accounting” 


By EARL H. BARBER 


I 
A PUBLIC utility commission once 


“disposed of its stock cases with 

‘the formula, “The additions to 
the company’s property having been in- 
spected by the accounting division and 
found to be as represented, it is—Or- 
dered, etc.” When some wag pointed 
out that a certain case involved nothing 
but gas mains which were under ground 
and therefore hardly susceptible of in- 
spection, the formula was modified; in 
the next order it was only the visible 
portions of the company’s property 
which had been inspected. The modi- 
fication met the particular criticism, but 
it set a standard of preciseness very 
difficult to sustain. Ultimately, an en- 
tirely new formula was devised—‘“The 
application having been referred to the 
accounting division for examination and 
report, it is—Ordered, etc.” 

That wording met all requirements. 
It had a full-rounded sound, but said 
nothing. It did not commit the mem- 
bers of the commission, but placed the 
responsibility on the accountants. The 
accountants in turn were committed to 
nothing beyond an examination and 
report, which to the extent of their time, 
facilities, and ability were probably 
made. 

But unfortunately it is precisely the 
limitations of the meager staffs granted 
to: regulatory authorities, on which 
companies depend for padding their 

*The experiences related in this paper are drawn 
from the writer’s service with the Department of Public 
Utilities. of Massachusetts and its predecessor the Gas 
and Electric Light Commission. Names and citations 


have been omitted from a desire to make only a general 
presentation of an aspect of regulation: noting merely 





plant or “capital” accounts. An account- 
ing division may consist of half a dozen 
men, but when the office routine is 
cared for and the field work is divided 
among the six or eight activities of the 
commission, one man may be left to 
make the “examination and report” on 
stock applications from a hundred com- 
panies involving some $20,000,000 in a 
single year. It is obvious, therefore, in 
spite of any rounded phraseology, that 
the accountant’s examination must be 
of the sketchiest nature. 

In fact, the accountant’s task would 
be hopeless if companies did not fall 
into three classes susceptible of different 
treatment. In the first class are those 
companies which keep their accounts 
with integrity and are far-sighted enough 
to keep their capital as low as the pre- 
vailing theory of regulation will permit. 
Stock applications from companies of 
this class require no examination be- 
yond a cursory inspection of the exhibit 
accompanying the application, to detect 
incidental mistakes. 

In the second class are companies 
which keep their accounts with integrity 
but have espoused the theory of capital 
charges with an enthusiasm which en- 
croaches year by year on what were 
formerly regarded as operating expenses. 
Their applications can be dealt with by 
reclassifying the entries of their exhibits. 

In the third class. are companies 
whose records and accounts are entitled 
to no credence whatever, who stop at 


that the cases mentioned came within the period 1905- 
1930, that the term “commission” may refer to any of 
the various administrations of the regulatory authority 
in Massachusetts from 1905 to the present time, and 
that any general statement refers only to Massa- 
chusetts conditions. 
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nothing, and would capitalize the jani- 
tor’s salary if they could. It is applica- 
tions from this class which are the bane 
of the accountant, and for which special 
methods must be devised. It is no use 
to work with a company’s exhibit if it 
is conceived and carried through with 
fraud. It is impossible to make a de- 
tailed audit both because the trail is 
kept cold by several years and because 
the charges aggregated into a capital 
account are so numerous that a year’s 
work might be involved in wading 
through a single application amounting 
to only a few hundred thousand dollars. 
The only hope of dealing with such 
companies is by an indirect approach, 
and the most promising indirect approach 
is through the work of an engineer. 

The engineer brings to the practice 
of regulation slight respect for the 
canons of accounting, and a knowledge 
of what things ought to cost under 
given circumstances, whether they did 
or not; he can work almost independ- 
ently of accounts by using such facts as 
can be established by an inspection of 
the physical property. He can visualize 
the various plants, hold them in mem- 
ory, and recall items which may appear 
in more than one application or which 
have dropped out of sight, but not out 
of the capital account, between applica- 
tions. Also he soon learns the traits of 
shifty managements and knows where 
to look beneath the surface for things 
which have been covered up. 

But, although the engineer is equipped 
to deal in a summary manner with 
faked records which would baffle an 
accountant, he has difficulties of his 
own, especially in the cases of companies 
which, however honest, are inclined to 
carry the theory of capital charges to 
the permissible limit. The distinction 
between operating and capital expenses 
seems clear enough when set forth in the 


state’s classification of accounts, but in 
practice the distinction is often difficult 
to make. It is often difficult to separate 
a complex expense into its components— 
operation, depreciation, and betterment. 
It is often difficult to discriminate be- 
tween a high cost, attributable to col- 
lusion and indirect profits, and an 
equally high cost occasioned by simple 
extravagance. But in the midst of his 
difficulties the engineer is often assisted 
by being mistaken for a bigger fool 
than he really is. 


II 


When the gas company of X—— 
applied for an issue of stock to finance 
the construction of a new gas manu- 
facturing plant some years after the 
work had been completed, I anticipated 
trouble. 

The company had just gone through 
the formality of a receiver’s sale to an 
old-time contractor who in his heyday 
had built many gas plants either as a 
speculation or as agent for public- 
spirited citizens too elated with the 
novelty of their position to look closely 
at the bill. Among his ventures had 
been this very plant at X——,, which for 
some reason he had never been able to 
unload, but had been obliged to operate 
himself. Slowly but inevitably it had 
passed into receivership. During his 
term of office the receiver had allowed 
the contractor to squat on the premises 
and build a new manufacturing plant 
at his own expense. The receivership 
over, and enough time having elapsed to 
let the trail grow cold, the owner, as 
the company, set out to acquire the 
works which he, as squatting contractor, 
had built. 

Superficially the maneuver had all the 
earmarks of the subsidiary construction 
company which is sometimes employed 
to keep details out of sight, but nothing 
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could be further from the old contrac- 
tor’s mind than concealing anything. 
He not only offered to permit his con- 
tracting accounts to be examined, but 
presented a special set of books he had 
kept for this particular job—ledger, 
day book, receipted bills, and time- 
books, all complete. 

At first the only cloud in the sky was 
the fact that the time-books were too 
clean ever to have lived on a construc- 
tion job, and no workmen, unless 
sentenced to hard labor, had ever 
functioned with the regularity indicated 
by the daily record in the books. Then 
an inspection of the works gave the im- 
pression that they had cost about twice 
as much as they should. Furthermore, 
in looking over the photographs in my 
files I found one taken from the window 
of a passing train, which showed the 
job in a preliminary state some two 
months after the time-books showed 
that the work had been completed. 


Yet when the ordinary tests of con- 
sistency were applied to the submitted 
data, they checked admirably. The 
quantities of materials agreed among 
themselves—there was just the right 
amount of cement, sand, and stone for 
the concrete—and the amount of labor 
agreed with the quantity of material. In 
fact, it was the most perfect agreement I 
had ever encountered, and no wonder: 
a lifetime of experience lay behind the 
figures. Finally, in search of an un- 
answerable demonstration I measured 
the plant, calculated the various quan- 
tities which had entered into its con- 
struction, and compared the calculated 
quantities with those shown by the re- 
ceipted bills. 

Then the essential inconsistency came 
to light. The materials had been pur- 
chased, as the receipts showed, but they 
had never been brought onto this par- 
ticular job, and the time-books had been 


faked to agree with the hypothetical 
quantities. When this bit of evidence 
was brought to the attention of the 
straightforward old contractor, he was 
quite willing to amend his application 
to correspond to a very low estimate 
for the cost of the work. 

** * * * 


It is seldom that circumstances or 
native ability permit records to be fal- 
sified at the source; usually companies 
addicted to tricky ways are content to 
recast original entries in making up 
their exhibits to the state. They rely on 
the well understood fact that a detailed 
audit is impossible in every case, and in 
any particular case it is so improbable 
that the possibility may be ignored. 
The indirect approach of an engineer’s 
estimate they are always ready to meet 
with a demand for a hearing on its 
merits and with an overwhelming array 
of expert testimony in their support— 
overwhelming, in the sense that almost 
any lot of lawyer-commissioners, having 
no technical judgment themselves, will 
be inclined by the “preponderance of 
evidence” at least to compromise. Even 
half the hoped-for inflation is so much 
clear gain. 

That, approximately, was the atti- 
tude of a holding company which 
operated a chain of electric companies 
scattered through the State. 

The commission had been advised 
that the companies of the chain were 
padding their capital accounts, and it 
had attempted to compensate by author- 
izing only three-quarters of the securities 
the exhibits pretended to justify. On 
being subsequently advised that the 
accounts still showed inflation, the com- 
mission notified the holding company 
that unless there was a marked change 
in its attitude toward capital charges 
a thorough examination would be made 
the next time a member of the chain 
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brought in a stock application. There 
was a trace of pity in the bland smile 
of counsel when he averred that an ex- 
amination by the commission would 
always be welcome. 

When the next application came in, 
true to form, an examination was or- 
dered. By this time counsel had lost 
some of his assurance. An examination, 
of course; but he had supposed the 
exhibit would speak for itself. The pay- 
rolls for manual labor alone accounted 
for over half the entire expense, and the 
overhead—“‘accounting and supervison”’ 
—amounted to a very reasonable 4%; 
but, if the commission thought it ad- 
visable to inquire further, the support- 
ing vouchers would be produced. 

After a few months the vouchers were 
produced, and counsel kindly outlined 
my work. Here was a copy of the 
exhibit which accompanied the stock 
application. In these boxes were all the 


supporting vouchers—classified payrolls, 


receipted bills, and what-not. I could 
check the vouchers against the exhibit 
or I could save time by ignoring the 
vouchers and make my own estimate of 
the cost of the property which had been 
acquired. 

Time being no object to a public 
servant, I elected to check the so-called 
vouchers, which were really nothing but 
requisitions from the local to the central 
office. A few days later something of 
passing interest came to light. 

The management was scared. In the 
exhibit submitted to the commission, 
“accounting and _ supervision” had 
amounted to only 4% of the total, but 
in the aggregate of the vouchers it 
amounted to over 10%. Evidently the 
central office had decided its system was 
running a little too strongly, in view of 
the threatened examination, and had 
tinkered its product in the direction of 
operating expense. Also it was apparent 


that the place chosen for padding was 
the interminable account known as 
“lines, transformers and meters—labor.”’ 

Fortunately, the public utility law 
gave the commission access to all 
books, records, correspondence, and 
memoranda of the companies under its 
jurisdiction. I requisitioned the time- 
slips of the line gangs—yellow sheets 
from out-doors, scrawled with cryptic 
notations to indicate how the hours were 
spent—and set about the laborious task 
of following each man through every 
hour of the day for a period of three 
years. 

Months later I had an interesting 
analysis of “lines, transformers and 
meters—labor.” The analysis showed 
that “labor” consisted of: 


Clerical salaries 

Salesmen’s salaries, bonuses, and com- 
missions 

Miscellaneous operating expenses 

Labor on line extensions 


In other words, the capital-labor 
account had been padded to the extent 
of 86%. And, as the labor item was 
more than half of the total of the com- 
pany’s exhibit, it followed that the 86% 
inflation of this one item was equivalent 
to over 40% of the whole. 

The Commission summoned counsel 
for the holding company ahd broke the 
news. On the following day the chair- 
man of the board of directors appeared, 
declared the result of the examination 
preposterous, and demanded detailed 
figures. The chairman of the com- 
mission took from his desk a single 
sheet on which I had noted some choice 
bits of “labor” on lines, transformers, 
and meters, and began to read. 

““Manager’s expenses, Atlantic City 
convention; Christmas candy, telephone 
exchange; prizes for flat-iron sales; 
repairing manager’s victrola; ditto, 
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washing machine; sweeping out office” — 

“I simply cannot believe a manager 
of ours allowed such items to get into 
the capital account!” 

“It’s not what you believe or disbe- 
lieve; it’s what you know. If you don’t 
know that your capital charges do not 
contain such items as I have read, it’s 
time you found out.” 

The chairman of the board of directors 
had a bad half hour. Yet he had been 
let off rather easily, for he had been 
spared a year’s work of one J. H. Waitt 
“setting and removing transformers.” 
Josephine Hermione Waitt was a young 
woman from his own office who spent 
her time at the State House abstracting 
data from our files! 

“But what do you want me to do?” 
he entreated, striving to divert attention 
from the joke-sheet and provoke some 
retort, some brief direction or require- 
ment, which he could agree to comply 
with but still contrive to beat. 

“T want you to do what is right. If 
you don’t know what right is, with 
your years of experience, again I: say 
it’s time you found out.” 

In view of what happened on a national 
scale a decade later, the subsequent his- 
tory of this application is of interest. 

The director-chairman showed up so 
poorly that some of his associates were 
moved to gossip. The gossip spread. 
Banks heard a rumor and began to look 
into some things they had _ bought. 
Their officials came to the State House 
and made discreet inquiries. Outside 
engineers appeared and began to look 
over the records. The chain, always 
over-extended, was on the ragged edge 
of a smash. 

What should the commission do? 
Reveal the condition of affairs, start a 
panic, and let the smash come before 
more investors were stuck? (The 
director-chairman, all bluff gone out of 


him for once, pleaded for silence, promis- 
ing reform to the verge of the millenium 
if he could only have one more chance.) 
Let the crash of one wretched chain 
discredit the industry as a whole, drag 
down the credit of decent companies, 
and depress the holdings of investors 
whose securities were second only to 
government bonds? 

For better or worse the commission 
decided on silence, authorized the full 
amount of stock asked for, stilled the 
panic, and saved the chain—at least for 
the time being. The promised reform 
came in the measure to be expected. 

Some years later I took up a stock 
application from another member of 
the chain, and glanced over the make-up 
of an item in the once familiar account 
“Lines, transformers and meters—la- 
bor.” An allocation of the manager’s 
salary was a conspicuous part of the 
“capital” expense. 


* kK OK * 


There was a quite different back- 
ground to the application of the Y 
Gas Company which desired to purchase 
a high pressure gas main connecting its 
territory with that of another company 
from which its gas supply was originally 
obtained. Both companies were mem- 
bers of a chain, so the purchase involved 
only a transfer between members of the 
same family. 

The amount to be paid for the main, 
and consequently the amount of stock 
to be issued by the purchasing company 
and the amount to be written off the 
plant account of the selling company, 
was computed by a method which was 
above suspicion. The original value of 
the main was taken as the amount 
capitalized with the approval of the 
State 20 years before, and the present 
value was determined by depreciating 
the original value on the assumption of 
a 35-year life. 
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But when I came to scrutinize the 
original value, it seemed improbably 
high. Looking into the records of the 
old capital case I found that the main 
had been laid by a subsidiary construc- 
tion company, and that the operating 
company had paid the construction 
company a lump sum for the completed 
main. The officials of both companies 
were the same,.but at the hearing the 
construction company took the stand 
that all the commission was entitled to 
examine into was the operating com- 
pany’s records, which in this case con- 
sisted only of the construction company’s 
bill: the details of the business of the 
construction company, organized under 
the laws of another state, were quite 
beyond its jurisdiction. Although the 
commission had been in existence nearly 
20 years, it did not venture to contest 
this stand. 

As a concession, but not an obligation, 
the construction company had _ sub- 
mitted an estimate of its average cost 
for a mile of main, supported by a little 
detail. The amount was absurd, and the 
supporting detail unconvincing, espe- 
cially the items superintendence, con- 
tingencies, and contractor’s profit, which 
amounted to only 15%. 

After examining into conditions under 
which the main had been laid I made an 
estimate of its probable cost and re- 
ported to the commission that the 
figure on which the company’s present 
estimate had been based, and the 
figure used by the State in authorizing 
the original securities, represented an 
inflation of 100%. That started an 
animated legal discussion. _ 

Could the State, once having ap- 
proved securities for property which was 
still in existence and adequately main- 
tained and depreciated, subsequently set 
a lower value on it and thereby depre- 
ciate securities issued with its approval? 


At the quiet suggestion of a com- 
missioner who perceived the real object 
of the discussion I went to the general 
manager of the holding company and 
showed him my estimate. After the 
excitement appropriate to the occasion 
had died down, someone remembered 
that the best defense against libel is the 
truth, and sent for the records of the 
construction company—an organization 
which had been defunct for about Io 
years. The records were produced, and 
the general manager spent an interesting 
half hour reviewing the work of some of 
the pioneers of industry whose por- 
traits looked down upon us from the 
walls. Eventually he spoke. 

“T haven’t a thing to say. I wasn’t 
born yesterday; I know a lot of things 
were done in the past which would not 
be countenanced now. If the com- 
mission will authorize the stock called 
for by your estimate, we won’t say a 
word.” 

“One doesn’t need to fear the 
penalty of one’s sins, but the damnable 
incident of being found out’?” I asked; 
the only answer was a knowing smile. 

There was not even a smile when | 
returned to the State House and in- 
formed the commission that the com- 
pany had decided to amend its applica- 
tion to conform to my estimate. “All 
right,” said the chairman, and resumed 
the discussion of other things. 


* Ke KK K 


It is well enough to say that things 
were done in the past which are not 
countenanced now, but the statement 
is true for some companies only; not for 
all. The subsidiary construction com- 
pany is still employed by the bolder 
members of the industry, and some of 
the boldest cast all pretense aside and 
contract directly with firms owned by 
one of their officials. But even if these 
less reputable customs of the past still 





lings 

not 
nent 
t for 
com- 
older 
1e of 
and 
d by 
these 

still 


ADVENTURES IN PUBLIC UTILITY ACCOUNTING 31 


exist in form, their convenience and 
effectiveness have been seriously dimin- 
ished by the change in the times. 

Gas and electric plants are no longer 
things of mystery to all but the few con- 
cerned with their development. In their 
general aspects the subjects of design 
and cost are almost common knowledge. 
Moreover, the institution of regulation is 
more firmly established than it was 30 
years ago when its continuance was de- 
pendent solely on the good will of the 
companies. Regardless of jurisdiction 
an able commission can cause the 
records of subsidiary companies to be 
opened to its examination. It follows 
that the inflation of capital accounts 
through indirection must be accom- 
plished by more subtle ways than was 
customary in the past; it is no longer 
sufficient to present a bill for two or 
three times the actual cost of the work. 

The difficulty in which the more 
devious ways of the present involve the 
engineer is intensified by the fact that 
the cost of construction is not deter- 
minable in the abstract but depends on 
the ability of the particular company 
which does the work. High construction 
cost may represent inflation or it may 
represent incompetence in the com- 
pany’s construction department. The 
engineer must therefore be acquainted 
with the characteristics of the various 
companies within his jurisdiction. 

Years ago I had occasion to report on 
the construction of a power station 


which had all the appearance of fraud. 


The total cost was high, percentage 
contracts had been awarded to inex- 
perienced contractors, and an official of 
the company had resigned to go into 
partnership with one of the contractors 
as soon as the work had been completed. 
On the other hand, the power station 
had been conceived as a regional super- 
power plant for a holding company, but 


had been modified during construction 
to become eventually only a-moderate 
sized plant for an independent local 
company; the holding company had 
always behaved in an exemplary man- 
ner; and the work had been undertaken 
in the busy period preceding the United 
States’ declaration of war. Was the 
high cost the result of fraud or incom- 
petence? 

Again I availed myself of the law 
which gives the State access to every 
paper in a company’s possession and set 
about reading the correspondence relat- 
ing to the construction of the plant. At 
the end of a few days the reason for the 
high cost was apparent. 

In the press of work incident on the 
war-time extension of its properties, the 
holding company had awarded con- 
tracts wherever it could get them ac- 
cepted—price, here as elsewhere in 
those stirring times, was a minor con- 
sideration. The local management 
which the holding company left to 
supervise the construction, bewildered 
at the specter of a huge power station, 
had been ludicrously incompetent. When 
an insulator manufacturer advised the 
vice-president-in-charge- of- construction 
to wire for shipment of his porcelain at 
once because the government was about 
to take over the factory, the vice- 
president replied that he would not be 
ready for the insulators for some months 
and would like to avoid storage if 
possible; how long did the manufacturer 
think the war was likely to last? 

In the application of another com- 
pany nothing caught the eye in a super- 
ficial examination of the reported costs. 
A secondary, short-span transmission 
line was one of the larger capital ex- 
penses. The cost of the line was reason- 
able enough, and there was nothing 
suspicious about the supporting detail 


‘until I came to a 12-mile right-of-way 
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across the woods and fields of a rural 
terrain. The cost of the right-of-way 
was not in itself unreasonable; $12,000, 
or $1,000 a mile, or $30 a pole, might 
very possibly have been paid in that 
district. But in the name of the agent 
paid for securing the right-of-way I 
recognized a man who had extraordinary 
ability in dealing with a rural populace, 
and I could not imagine his paying a 
farmer $30 for the right to put a pole 
in a field. 

As usual in suspicious cases the trail 
was cold; in this case by some six or 
eight years. In the meanwhile the 
right-of-way agent had retired to a 
farm of his own in another state. He 
had not worked directly for the com- 
pany, but for a firm of electrical con- 
tractors from whom the company had 
purchased the right-of-way complete. 
The records of the Commissioner of 
Corporations showed that the president 
of the electric company had been a 
member of the contracting firm, and that 
the firm had been disbanded soon after 
the line had been built. Also the com- 
pany had changed hands, several times, 
and the one-time president had retired 
from its service. 

A subpoena for the ex-president 
brought him in, but brought little in- 
formation. He had given the right-of- 
way agent what money he wanted from 
the contracting firm’s cash, he had kept 
no record of the payments, and the 
firm’s books had been destroyed upon its 
dissolution. His recollection was limited 
to the fact that the total disbursements 
for the right-of-way amounted to a 
little more than $12,000. 

However, the right-of-way agent had 
kept his usual methodical record in 
diary form, and was quite willing to 
send it for my inspection. The diary 
showed that the usual price for a pole 
location was $1. A thousand dollars 


would have covered the rights which 
had been acquired and his own fee. 
**e KK * 


Low construction costs, in spite of 
substantial inflation, were also char- 
acteristic of a power and transmission 
company which we had an opportunity 
to investigate after nearly 15 years of 
anticipation. 

In its early years the company had 
been exempt from regulation, so its 
first application to the commission in- 
volved a validation of previous financ- 
ing. Its property had been developed 
by means of a subsidiary construction 
company. At the hearing the operating 
company stated that the costs of the 
various projects shown in its exhibit 
were actual costs taken from the books 
of the construction company.  Al- 
though the costs were low, and it was 
evident that the work was done with 
unusual ability, it was also clear that 
the figures in the exhibit had been con- 
trived by other means than accounting 
for actual expenditures. Therefore the 
commission avoided a definite finding 
and left the integrity of the accounts to 
subsequent determination. 

Soon after the war another stock 
application gave opportunity for a little 
investigation. From an inspection of the 
accounts and the physical property it 
appeared that instead of operating at 
cost the construction company added to 
its expenditures during work on the 
various projects a series of overhead 
charges: a 10% contractor’s fee, a 5% 
engineering fee, and another 5% fee for 
a “financing charge.” The officials then 
explained that the first two charges 
were made to cover actual expenses of 
the central office of the construction 
company which did not appear in the 
field costs of the various projects, and 
that the financing fee was used to 
amortize the discount on the operating 
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company’s bonds. In other words, an 
operating expense was being transformed 
to a capital expense through the medium 
of the construction company’s bills. 
It was also apparent that maintenance 
expense was being charged directly into 
construction accounts and that in cases 
of alterations the plant accounts were 
not being credited for equipment aban- 
doned or replaced. 

Again the commission made a tenta- 
tive finding. It ordered the capital 
account corrected for an estimate of the 
maintenance and replacement charged 
in during the period covered by the ap- 
plication, ordered the 5% financing fee 
discontinued, declared the engineering 
and contractor’s fees excessive, and again 
left the integrity of the capital account 
as a whole to subsequent determination. 

Some five years later another applica- 
tion came when there was an unusual 
opportunity for examination, although 
by this time no investigation could be 
complete because the company had 
been in operation for nearly 20 years 
and had achieved an investment of 
about $50,000,000. 

The preliminary examination showed 
the 10 and 5% fees still being charged, 
maintenance often treated as a capital 
expense, and the capital account un- 
credited for abandoned equipment rang- 
ing from a hundred dollar choke coil 
to a half-million dollar power station 
left stranded by the development of the 
company’s system. Concentrating on a 
single project which cost less than 
$10,000,000, we tried to establish the 
integrity of the account and particularly 
to compare the 15% overhead charge 
with the actual expense of the central 
office not charged directly into the cost 
of the project. 

A scrutiny of the central office time 
slips showed that only $50,000 had been 
assigned but not charged into this par- 


ticular project, although the percentage 
charges amounted to over $1,000,000. 
By some process of its own, of which 
there is no record in the files, the com- 
mission deducted over $2,000,000 from 
its authorization to allow for excess 
charges of this nature since the beginning 
of the company’s operation. 

But beyond the reach of any practic- 
able investigation there were included 
in the project single charges ranging 
from a quarter to a half million dollars 
for damages or flowage rights, sup- 
ported merely by an affidavit of an 
engineer that in his opinion the amounts 
represented the value of the rights 
acquired. Over a period of many years, 
by devious ways—through associated 
companies and individuals—the hold- 
ings had accrued to some subsidiary 
organization until they were eventually 
turned over to the operating company 
in a single entry. The circumstances 
were suspicious at the time, but the 
trail was too old and involved to yield 
to anything but drastic action on the 
part of the commission itself. 


* * KK * 


Records which are not susceptible of 
analysis are not unusual; they may be 
encountered in companies too small to 
afford a complicated system of sub- 
sidiaries and holding companies. If a 
contractor can buy a dominant interest 
in a company or otherwise contrive to 
encyst himself in the board of directors, 
he can make an indirect profit from the 
company and inflate its capital account 
with impunity so long as he avoids the 
extremes of absurdity. 

As a director, usually as the only 
active member of the board, he enters 
into contracts with himself. (If the 
company should go through the for- 
mality of advertising for bids he is the 
only bidder; other contractors know 
better than to attempt to do work 
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which would come under his super- 
vision.) The contracts he makes with 
himself are not patently biased when 
considered by themselves, but when 
viewed in perspective they reveal a 
definite scheme. When work is plentiful 
and contracts can be secured at attrac- 
tive prices, the company has no work 
done and the contractor is busy else- 
where. When work is not so plentiful, 
he awards himself a contract with the 
company. If prices are so low that a 
lucrative contract would appear in 
marked contrast with prevailing prices, 
he has recourse to percentage work done 
under the supervision of the manager of 
the company, who, if not a man of his 
own choosing, is at least dependent on 
him for his job. When the construction 
season is over, he carries his crew 
through the winter on the company’s 
payroll, engaged in special maintenance 
work or some preliminary construction 
saved out for a pretext. In other words, 
the company’s development is controlled 
to suit the contractor’s interest regard- 
less of what public service or economy 
may require. 

To those who do not appreciate the 
human factor in regulation it might 
seem that such a situation was ideal for 
the application of the engineer’s esti- 
mate. Undeniably it is feasible to com- 
pare the cost of such a company’s de- 
velopment over a period of years with 
what the cost would have been if the 
construction program had been planned 
to suit the company’s rather than the 
contractor’s interest. The engineer can 
demonstrate inflation to his own satis- 
faction, but conviction ends there. His 
commissioners have no technical judg- 
ment; it is his opinion against that of a 
very able contractor and his dummy 
but eminently respectable associates on 
the board of directors; and the per- 
sonality which operated so successfully 


on a board of reputable business men 
is by no means ineffective when it is 
brought to bear on the members of the 
commission. 

I have watched a contractor work this 
game for years, until eventually he 
became so greedy for perquisites that 
he was charging four or five times the 
prevailing price for rented equipment 
and incidental material. Then, when | 
had secured incontestable evidence ex- 
tending through an entire construction 
season I have seen it laughed off as a 
merry jest. An inexperienced girl in the 
contractor’s office had made a mistake; 
that was all. Yet every bill containing 
these amusing overcharges had _ been 
approved by the company’s manager 
before it had been paid! 

An exceptionally strong commission 
could cope with such a personality, but 
for practical purposes the only hope for 
the public is that the legislature will 
some time make double dealing unlawful 
for corporations engaged in the public 
service. 

* * * *K 


In pleasant contrast to companies 
which intentionally pad their capital 
charges are those which sometimes ex- 
perience what may be termed accidental 
bulges in their plant accounts. 

Once when we were looking over an 
application from a large company which 
had a very expensive plant but had 
never given us any uneasiness about its 
integrity, we happened to scrutinize 
some of its simpler accounts. In divid- 
ing the ‘consumers’ meters” account by 
the number of meters we got an average 
figure which was impossibly high. The 
company at once undertook to verify 
the account by applying current prices 
to the number of meters added year by 
year, but were unable to justify more 
than $2,000,000 out of $2,500,000. 
Prompted by this discovery we esti- 
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mated other accounts of a similar 
nature; the company tested them by 
accurate calculation, and ultimately 
wrote off an over-run of more than 
$1,000,000 from its books. 

It may seem improbable that such a 
discrepancy could be the result of 
accident, but it is no more than is to be 
expected so long as data for plant ac- 
counts originate with those who have 
no conception of the function of account- 
ing, and accounts are kept by those 
who have no sense of what their figures 
represent; so long as the field is inter- 
ested solely in getting the job done and 
the office is content to go through a 
routine with whatever data it happens 
to get. Plant accounts of public utilities 
are seldom strictly correct. 

I have often had this opinion contra- 
dicted by managers aware of their good 
intentions but inclined to place too 
much reliance on the magic of account- 
ing, and I have occasionally taken the 
trouble to review the account of some 
project which could be analyzed on the 
spot. The manager’s face is always a 
study when a badly misplaced decimal 
from field or stock-room is faithfully 
carried through to the construction 
ledger. Also the inevitable row between 
accountants and constructors is likely 
to be entertaining. 

I voiced the heretical opinion one 
evening to the manager of an electric 
company while we were watching ac- 
countants go through the routine of 
checking a stock application. The com- 
pany had recently been taken over by a 
chain; the manager was not long out of 
college, and frankly incredulous. 

“How come?” he demanded. “How 
can our accounts help being correct? 
We take you out and show you the work, 
we bring you in and show you our bills 
and payrolls, we show you our cancelled 
checks. You can verify every single 


detail. Take that transmission line: 
you can scale the map and get the exact 
distance—” 

“All right, just for fun, let’s do it.” 

We scaled a map as long as a stair 
carpet, figured the length of the con- 
ductors, converted feet into pounds, and 
found the line called for a couple of 
miles less wire than the vouchers showed 
had been bought. The manager tele- 
phoned to the line foreman and asked 
if any of that bare four-ought stranded 
copper had been left over. Sure! There 
was a mile on the freight platform at 
F , and a little more than a mile at 
H , both marked to be shipped 
back for credit. 

The manager hung up the telephone, 
admitted he’d lost that time, but pro- 
tested it was only an accident. Try 
another item. 

I selected ‘21 voltage regulators. ... 
$15,000.” 

At this confidence returned com- 
pletely, for a voltage regulator is some- 
thing as definite and indivisible as an 
iron safe. But the average price of the 
regulators was too low for new machines 
and too high for old ones rewound. 
Were there some old machines in the 
lot that had been rewound, and if so 
where was the credit to maintenance? 

Again the manager telephoned, this 
time to the superintendent of distribu- 
tion. No, the regulators had not been 
rewound, exactly, but 12 out of the 21 
had been rebuilt; they’d been at the 
factory for more than a year. 

The manager wiped his forehead, but 
declared it was only a damnable coin- 
cidence. Try one more. I did; this time 
from a section of the exhibit where I 
knew nothing would be right, and 
presently there was a silence. 

“What do you want us to do?” the 
young man asked soberly; very soberly, 
because holding companies are inclined 
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to show temper about trifling difficulties 
with the State. 

“Do? Nothing, except get over your 
child-like faith in the infallibility of 
accounts. Of course, if your conscience 
troubles you, you can have some credits 
made in the books.” 

“But the exhibit isn’t correct!” 

“Be glad it isn’t. If it was, it would 
mean it had been fudged.” 

In spite of my reassurance the young 
manager was troubled. One bright 
illusion had gone. 

* * KK * 


Years ago, before “regulation” be- 
came an American pastime, the more 
conservative companies avoided infla- 
tion by charging their capital accounts 
with far less than the cost of the prop- 
erty. One, for instance, charged the 
cost of material only, and treated all 
labor as an operating expense. Such 
unscientific practices were forbidden 
when regulatory commissions sprang 
up through the country and began to 
devise rules and classifications of ac- 
counts. Thereafter a company might 
issue securities for as much or as little 
of its capital account as it saw fit, but 
the account itself must be kept by rule. 
To do otherwise offended the science of 
accounting, except in the case of munici- 
pal plants, which because they are re- 
quired to retire all bonds within a 
limited time, have only one kind of 
expense—operating, either immediate or 
deferred—and are left free to include in 
their operating expenses about as much 
plant or capital expense as they wish. 

For companies, only expenses difficult 
to specify in a general classification may 
be treated with discretion. 

Discretion bordered on temerity when 
an excellent power company included in 
its capital charges $44,000 for new 
blades in a couple of turbines. The 
State’s accountant spotted the item as 


we were going through the power sta- 
tion, declared it was not a capital 
charge, and expressed astonishment that 
anyone should attempt to treat worn-out 
blades as anything but maintenance. 
The manager called on his engineer to 
bear witness that the blades had not 
been worn out; they had hardly been 
worn at all. The machines were seldom 
used and could have gone on with the 
old blades for years. It was only be- 
cause new alloys had been invented 
since the turbines were built that 
prompted them to take advantage of a 
general station overhaul and have new 
blades put in. No, there was no “ba- 
loney” about it! The job was a better- 
ment, and a proper charge to the capital 
account. 

Of course, neither contention was 
strictly correct; maintenance, better- 
ment, and depreciation would all be in- 
volved in accurate accounting; but the 
item was insignificant in a total of mil- 
lions, the company was conservatively 
capitalized, and the men were arguing 
merely to preserve the proprieties and 
hear themselves talk. The discussion 
ended abruptly when the treasurer in- 
dicated a red entry showing that the 
$44,000, originally charged to the plant 
account along with other work on the 
station, had subsequently been credited 
out to maintenance. 

“What?” shouted the manager, ““You 
charged that reblading to maintenance 
after all . told you? You’re fired!” 


Ill 


That, of course, was only a joke, or a 
part of the continuing joke which at- 
tends the engineer-accountant in the 
service of a public utilities commission. 

Companies have individualities as 
distinct as the personalities of their 
several managers, and their plants con- 
stantly grow and change to keep pace 
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with increasing demand and the stand- 
ards of a rapidly developing art. It is 
fascinating to watch from the engineer’s 
point of vantage the development of a 
hundred companies. 

When some of the companies begin to 
conduct their affairs in violation of the 
rules and to conceal the violations with 
a certain amount of skill, interest deep- 
ens to concern, for then the engineer has 
a complicated problem of his own. It 
is no longer sufficient for him to deter- 
mine for himself that a company is 
operating with anti-social intent, as it 
was when commissions were such simple 
things that their members could make 
themselves personally familiar with the 
managements subject to their juris- 
diction. Now he must get evidence in 
such form that it cannot be denied by 
commissioners guiltless of any knowledge 
of the industries they are supposed to 
regulate, and obsessed with the desire to 
sit as a court to decide on the respective 
claims of companies’ agents and their 
own. 

From the facility with which com- 
panies can secure the ear of a commis- 
sion it is to be expected that the engineer 
will sometimes find his report discounted 
before it is presented, and that he will 
often feel inclined to consign his work 
to the waste basket and exclaim over the 
futility of the whole performance. But 
in the very extent of his predicament 
there is often a germ of humor, as when 
in the midst of an’ examination of a 
single project he finds his work stopped 
and all further inquiry precluded by a 
crafty decision which announces that 
he “has made an exhaustive investiga- 
tion covering the entire period of the 
company’s history.” Thereafter he can 
quote the decision to the company and 
enjoy the embarrassed grins it evokes. 

Moreover, beyond any orders and de- 


cisions the commission may make are 
the decisions of the passing years, which 
viewed in perspective have a consist- 
ency not always apparent in the product 
of “regulation,” as well as a sly humor 
of their own. For instance, the con- 
tractor-owner of the gas company at 
X , defeated in his attempt to secure 
an indirect profit through the capital 
account, skinned on the quality of 
service until it got beyond his control 
and he was obliged to sell out for what 
he could get before the accumulating 
fines for violation of standards, week by 
week, took more than the entire net 
profit of the company. The chain, which 
escaped its deserts at the hands of the 
commission by hypocritical promises, 
engaged in one stock-flurry too many 
and was “gobbled” by a larger chain 
without a flop. The swashbuckling con- 
tractor who succeeded in charging his 
company a dollar a pound for dynamite, 
ventured into new fields of endeavor, 
went broke, and vanished. The power 
and transmission company, which in 
one way or another dodged regulation 
year after year, is now face to face with 
the Diesel engine—something singularly 
unresponsive to the tricks of evasion 
and compromise. 

One of the most entertaining indica- 
tions of the passing years concerns not 
the regulated, but the regulators. State 
commissioners decry the strengthening 
powers of federal boards, the plans of 
federal power authorities, the claims of 
those who have become enthusiastic 
about what municipal plants have 
achieved without, or in spite of, their 
services. Can it be that the expensive 
institution which has colored the Ameri- 
can scene for the last 30 years is itself 
on trial? Can it be that “regulation” 
has been found wanting in the verdict 
of the years? 





Some Economic Characteristics of Blighted 


Areas 
By ASHER ACHINSTEIN* 


URING the summer and fall of 
ID 1933, when the Public Works 
Administration gave promise of 
an extensive program of slum clearance 
and low-cost housing, the writer sought 
to obtain statistical information con- 
cerning the blighted areas of a number 
of large cities. Two questions were up- 
permost: (1) where are the worst housing 
areas located, and (2) what is the price 
at which land can be assembled in these 
sections? This article is a summary of 
the information gathered during the lat- 
ter half of 1933. 

The problem of locating blighted 
areas would seem to demand a house-to- 
house inventory, with a long schedule of 
criteria of evaluation to assist the in- 
vestigator in determining the areas 
which would fall within the category of 
“blight.” Such data as building cover- 
age, age of buildings, width of streets, 
amount of play and recreational space, 
number of rooms without windows, 
number of persons per room, toilet and 
plumbing facilities, etc., are desirable 
for this purpose. However, information 
of this kind was not available. In the 
absence of extensive surveys of housing 
conditions in our large industrial cen- 
ters, census tract! information was used 
as a first approximation in determining 
the boundaries of blighted areas in each 
of the following 10 cities: Baltimore, 
Boston, Buffalo, Chicago, Cincinnati, 
Cleveland, Indianapolis, Philadelphia, 
Pittsburgh, and St. Louis. 

*The writer is indebted to Miss Ciel Heyman and 
Mr. Harry S. Kantor for assistance in assembling and 
tabulating the information included in this paper. 


He is also indebted to the Rockefeller Foundation for 
financial assistance. 


Definition of a Blighted Area 


The concept of a blighted area is 
qualitative. A blighted or slum area 
differs only in degree from one that is 
not blighted. For our purpose it is un- 
necessary to define the characteristics 
that are generally associated with a 
blighted area. We have attempted to 
use a quantitative measure, namely, 
the median rentals and the distribution 
of the rental data. Data concerning 
rentals paid were used as the most 
serviceable statistical criteria for select- 
ing the areas in a given city containing 
the worst housing conditions. This ap- 
proach is an indirect attack on the prob- 
lem, but it is unquestionably a useful 
one. The procedure is based on the as- 
sumption that, in any given city, where 
the lowest rentals are paid, there the 
poorest housing exists. Unsanitary facili- 
ties, age, and dilapidated condition of 
the buildings are all reflected in rents. 

The decline of rentals since 1930 does 
not make the rental structure of 1930 a 
less satisfactory tool for selecting areas 
of blight. Census tracts, in which the 
percentage of families paying less than 
$15 or $20 per month was twice as high 
as the corresponding percentage for the 
city as a whole, may reasonably be re- 
garded as containing a very large 
portion of low-grade housing. In cities 
with relatively low median rentals the 


1A number of private organizations in various cities 
have contracted with the United States Census Bureau 
to tabulate economic and sociological data for the 
areas that are known as census tracts. Census tracts 
are relatively small geographical divisions of cities 
which are designed to facilitate comparisons for iden- 
tical areas from one census year to another. 
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concentration below $15 and in cities 
with high median rentals the concentra- 
tion below $20 were used as guides in 
selecting tracts containing poor housing. 
The attempt was made to select only 
tracts which could be classed as “family 
tracts”? on the basis of family census 
data. Tracts far from the center of the 
city, where rentals were likely to be in- 
fluenced by the factors of transportation 
and inaccessibility, were generally ex- 
cluded. 

There is undoubtedly an arbitrary 
element which enters into the selection 
of low rental tracts on the basis just 
described. Where shall the upper limits 
which separate a blighted tract from an 
unblighted tract be fixed? The upper 
limit could only be determined by local 
experts and by an inspection of border- 
line tracts. As was to be expected, in 
some cases, there were differences of 
opinion with respect to the borderline 
tracts. The point of importance, how- 
ever, is that the tracts which were in 
dispute do not seriously affect the re- 
sults in the tables that are presented. 
(This last statement is, of course, not 
true of the percentage relation which the 
population of the blighted area bears to 
the total population for each city.) 

A letter was sent to housing and plan- 
ning experts in the several cities asking 
them to indicate the broad boundaries 
within which the slum areas were con- 
centrated in those cities. Meanwhile, 
the selection of areas on the basis of 
relatively low rents was made. A field 
investigator then called upon housing 
experts, building department and public 
health officials, tax assessors, city plan- 
ners, and others competent to speak with 
respect to this problem in the various 
cities. Field trips were made through 


2 Tracts that contained extensive rooming house dis- 
tricts or that had a high percentage of commercial 
buildings were excluded. 


these sections, generally with a represent- 
ative of some branch of the local govern- 
ment or housing organization. The 
writer also visited most of these cities and 
discussed the problems of selection with 
many individuals. On the basis of in- 
spection and the advice of local authori- 
ties a number of tracts originally selected 
were discarded and others were included 
in the preliminary list which was set up 
with low rentals as the basis. 


Limitations of Census Tract Data 


It must be remembered that tracts 
vary frequently in the homogeneity of 
the existing housing conditions. Juxta- 
position of good and bad housing is a 
common occurrence in large cities. Vari- 
ation within census tracts is shown 
clearly in the detailed data of the distri- 
bution of the rentals and of values of 
owned homes. In some instances, tracts 
containing relatively small strips of bad 
housing were omitted because the pro- 
portion of such housing was so small 
that the data for the tract as a whole 
obscured the actual condition of the 
substandard section. Two cities con- 
taining approximately equal proportions 
of residential blight may differ sub- 
stantially in the percentage of families in 
the areas here selected, if the census 
tracts in one case are uniformly blight 
and only partially blight in others. 

If census tract data were to be em- 
ployed in selecting areas to represent 
different major blighted regions, only 
whole census tracts could be used. It 
should also be noted that in some cases 
experts connected with local housing 
organizations were more conservative 
than others in the demarcation of blight 
areas for their cities and appeared to 
select only the worst sections rather than 
major areas of predominantly sub- 
standard housing. In the absence of a 
block-to-block inventory, considerable 
reliance was placed upon the knowledge 
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and judgment of these experts. Gener- 
ally, there was agreement between the 
census tract method and the selection of 
the local experts, but in case of conflict 
between the mathematical rule and ex- 
pert opinion the latter usually prevailed. 
This fact explains partially the varia- 
tion of the percentages of each city’s 
families included in the blight area. It 
is further to be remembered that the 
blighted areas selected in each city do 
not include all bad housing in the city 
and that not all housing in each blighted 
area is substandard. 

Despite the above mentioned limita- 
tions it is the writer’s opinion that the 
census tract is a valuable tool which it 
would be folly for the student of housing 
to neglect. The data on rentals, value of 
homes, ownership, type of dwelling, 
nativity and color of head of family, and 
other social data not included in this 
article are basic to administering a hous- 
ing program. 

The total population of the nine cities 
in 1930 was 9,872,104 and of the blighted 
areas, 1,626,367.° In other words, 16.5% 
of the total population of cities for 
which census tract materials were as- 
sembled lived within boundaries of the 
selected census tracts which purported to 
represent the greatest concentration of 
poor housing. The total number of 
families included in the blighted areas 
of the nine cities was 377,168, which is 
approximately 15% of the 2,411,958 
families living in these cities in 1930. 


Variation in Percentage of Families 
in Blighted Areas 


Table I shows considerable variation 
among the nine cities in the percentage 
of families living in the se/ected tracts. 
The extremes are 11.9% in Philadelphia 
and 29.4% in Cincinnati. One must be 


3 Compilation of family data for St. Louis was not 
available at the time these materials were gathered. 


cautioned against interpreting these per- 
centages as showing that the number of 
families poorly housed in the latter city 
is almost 2% times that of the former. 
Differences in the original demarcation of 
tracts, size of tracts, extent of concentration 
or scatter of neighborhoods of bad housing, 
as well as the personal judgment of local 
experts, have influenced the final results. 
The extent to which low-rental families 
are concentrated in the selected or blight 
areas of the nine cities is shown on 
Chart I. This chart gives for each rent 
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class in the nine cities, the number of 
families in the blight area, the total 
number of families, and the percentages 
of the blight area families to the total 
families in each rent class. 

The extent of homogeneity of the 
blight areas is shown on Chart II. The 
families in each city’s blight area were 
divided into three groups: (A) families 
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in Buicht AREAS AND IN Entire Cites, 10 Crrtes—(Continued) 
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TasLe I. Percentace DistrisuTion oF Homes, By VALUE AND MontHiy ReEnrTAL, 
IN BiicHT AREAS AND IN ENTIRE Cities, 10 Cit1es—(Continued) 
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“| Total for population and number of families does not include St. Louis for which census tract figures were not available. Total 
for distribution of owned and rented homes does not include Baltimore because the blight area class intervals were not the same in 


Baltimore as in other cities. 


paying less than % of the median rent 
for the whole city; (B) families paying 
between 24 of the city median and the 
median rent; (C) families paying rents 
above the median for the city. 

The proportion of families living in 
the blight areas paying less than 24 of 
the median rent for the city varied 
widely, ranging from 38% in Baltimore 


‘The original demarcation with respect to size and 
number of tracts is mainly responsible for the dif- 
ferences shown on Chart IJ. For instance, to take ex- 
treme cases, Baltimore is divided into 78 tracts with an 
average population of 10,319 and Chicago is divided 
into 930 tracts with an average population of 3,611. 


Generally, cities with smaller tract areas showed the 


to 83% in Chicago. The percentage of 
families in the blight areas paying more 
than the median rental ranged from ap- 
proximately 5% in Chicago to slightly 
over 30% in Pittsburgh and Baltimore. 
The qualifications previously mentioned 
with respect to selection of blighted 
areas must be kept in mind in inter- 
preting these results.‘ 


greater concentration of low rental families in the 
blighted area tracts that were selected. The exception 
to this generalization is Pittsburgh, which is divided 
into 190 tracts with an average population of 3,525. 
The topography of Pittsburgh makes for a cluster of 
communities with a mixture of good and bad housing 
included in individual tracts. 
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Comparison of Median Rentals 


Treating the nine cities as a composite, 
the average of the median rentals of the 
nine cities was found to be $39.04 as 
compared with $21.24 for the blighted 
areas. In other words, families in the 
major areas of residential blight paid 
rentals averaging 54.4% of those paid by 
all families in the nine cities. The 
median rentals of the blighted areas in 
each city and the median rentals of all 
families in these cities were as follows: 
Median Median | Blight Area 
Rental Rental Rental as 

of of Percentage 
Blight 


Entire of City 
Area City Rental 


$36.70 61.6% 
34.38 64.9 
49-57 41.4 
26. 36 72.5 
36.25 68.4 
28.28 63.0 
36.81 62.7 
36.81 73-7 
32.58 55-5 
39.04 54-4 





City 
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23.09 
27.13 
18.07 
21.24 


Boston........ 
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Indiana 
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Comparison of Value of Homes 


The average of the median value or 
homes owned in the nine cities was 
$6,834 as compared with $5,088 for the 
blighted areas. In other words, the 
median value of homes in the blighted 
areas was 34 of the median value for 
the cities as a whole. The value figure 
for the blighted areas approximates more 
closely than does the rental figure the 
corresponding city averages. However, 
the greater margin of error in the data 
on value of homes owned is in itself 
sufficient to explain the differences in 
proximity to the city averages. The 
median values of homes owned for the 
blighted areas in each city and the 
median value for the cities as a whole 
were as follows: 








Blight Area 
Value as 
Percentage 
of City 


Median 
Value 
City of 
Blight 


Area 





$4,270 
5,414 
5,692 
5,628 
5,803 
2,707 
4,624 
5,592 
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Extent of Ownership 


As might be expected, the extent of 
home ownership in neighborhoods of 
poor housing is less than in the rest of 
the city. The percentage of home owner- 
ship among blighted area families of the 
nine cities was 3% of the percentage for 
the cities as a whole. Comparison of the 
percentage of ownership in the blight 
areas with that in the city as a whole 
shows a range in the percentage of rela- 
tive frequency of ownership from 84.5% 
in Buffalo to 26% in Cincinnati. The 
percentage of home ownership within 
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PERCENTAGE OF Home OWNERSHIP FOR 


Buicut AREAS AND Entire Cities, 10 Cities 
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the nine blight areas ranged from 9.2% 
in St. Louis to 36% in Buffalo (Table II). 


Type of Dwelling 


Of the 143,698 dwellings in the blight 
areas of the seven tract cities for which 
information on the type of dwelling was 
available, approximately 14 were one- 
family dwellings, 27.7% two-family, and 
22.3% multi-family (i. e., three or more 
family dwellings). The proportion of 
multi-family dwellings was considerably 


Tasc_e III. 
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higher in the blight areas than in all 
other sections of these cities. The 
distribution by type of dwelling for the 
seven cities was as follows: one-family, 
63.1%; two-family, 24.0%; multi-family, 
12.9% (Table III). Although the num- 
ber of dwellings in the blight areas con- 
stituted 14.2% of all dwellings in the 
seven cities, multi-family dwellings in 
the selected tracts comprised 24.5% of 
all multi-family dwellings in these cities. 
The variation among the seven areas 
in distribution of dwellings according to 
type was pronounced. One-family dwell- 
ings constituted 95.0% of all dwellings 
in the selected tracts of Indianapolis and 
only 36.3% in Chicago. The corres- 
ponding range of variation for two- 
family dwellings as a percentage of total 
blight area dwellings was from 37.5% in 
Buffalo to 3.6% in Indianapolis, and for 
multi-family dwellings from 32.2% in 
Chicago to 1.3% in Indianapolis. The 
classification of “‘multi-family dwellings” 
covers many different types of houses. 
Two-story buildings housing four fami- 
lies and three-story buildings housing 
three families are included with the 
much larger multi-family dwellings such 
as are found in New York’s East Side. 


Type oF DweE.iincs ror BiicHt AREAS AND Entire Cities, 7 CITIES 
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Nativity and Color of Heads of Families 


Information on the distribution of 
heads of families with respect to nativity 
or color was available for all 10 census 
tract cities, with the exception of St. 
Louis. The total number of families in 
the blight areas of the other nine cities 
in 1930 was 377,168, distributed as fol- 
lows: heads of families native white, 
34.2%; foreign-born white, 45.0%; negro, 
19.9%. Only 9.6% of the native white 
families as compared with 19.8% of 
foreign-born white and 37.1% of the 
negro families in the nine cities lived in 
the blighted areas (Table IV). The 
blight area with the highest percentage 
of native white heads of families was in 
Cincinnati, with a percentage of 62.5 in 
that class. The Cleveland blight area 
had the smallest percentage (21.6%) of 
native white heads of families. The ex- 
tremes with respect to proportion of 
foreign born heads of families were the 
blight areas in Chicago and Indianapolis, 
with 61.5% and 5.6% respectively. The 
proportion of negro heads of families 
showed an almost equally wide range, 
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from 7.4% in the blight area of Buffalo to 
50.5% in the blight area of Indianapolis. 


Assessed Valuation of Land and Buildings 
in Blighted Areas of 11 Cities 

The cost of acquiring sites in the 
blighted areas is one of the most im- 
portant problems in slum clearance and 
in the construction of low-cost housing 
developments. The principal objection 
to embarking on a large-scale housing 
program in slum areas is said to be the 
prohibitive price of land. At what prices 
can substantial plottage be obtained in 
the worst slum areas in the larger cities? 
In the absence of information on sales 
prices of real property, data on the 
assessed valuation of land and buildings 
were used as an approximation to the 
answer to this question. Persons most 
familiar with land values in these cities 
were consulted and agreed that the aver- 
ages of the assessed valuation data pre- 
sented below were indicative of the 
prices at which extensive plottage can 
be assembled. 

With the assistance of governmental 
and semi-public agencies, figures on the 
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assessed valuation of land and buildings 
per block for approximately 1,384 square 
blocks in 11 cities were assembled in the 
course of this study. In a number of 
cases the compiling of the data repre- 
sented a great deal of work on the part 
of the cooperating agencies; assessors’ 
appraisals of individual parcels in each 
square block had to be added to get the 
total valuation for each block. 

Several qualifications must be men- 
tioned in the use of this information. 
(1) The latest available data do not 
cover current assessment in all cities. 
Wherever possible, adjustments have 
been made to bring the assessment data 
in line with approximate current ap- 
praisals of assessors in the respective 
cities. (2) The number of square feet 
in the sample secured for each city was 
not proportionate to the area in the 
blighted district in each city. (3) The 
size of the sample in each city was de- 
termined by the availability of assess- 
ment data. Predominantly residential 
blocks located in the blight areas of 11 
cities were selected for these compila- 
tions, 

The 1,384 blocks with an area of ap- 
proximately 126 million square feet were 
assessed at an average value of $3.28 per 
square foot for land and buildings. Ex- 
clusive of New York City, the average 
assessed value per square foot was $2.09. 
The averages for the individual cities 
ranged from go cents per square foot in 
St. Louis to $11.04 in Manhattan (Table 
V). 

This information has considerable 
bearing on the controversy among stu- 
dents of housing as to building in the 
outskirts of cities versus the rebuilding 
of slum areas. The assessed valuation 
data point to the inference that, with the 


TaBLe V. AssessED VALUATION OF LAND AND BuILp- 
INGS PER SQuaRE Foor 1n Major Areas oF REs- 
IDENTIAL BLIGHT IN 11 CiTIES* 








Average 
Assessed 
Valua- 
tion per 
Square 


Foot 


Area 


in 

Year Thou- 
City of sand 

Assess- Square 
ment | Blocks| Feet 





1932 53 | 4,542) $2.11 
1932 308 | 18,289] 3.68 
1932 60 | 7,456} 1.77 

tT 154 | 21,582} 1.23 
1932 219 | 22,447| 2.35 
’ 1933 17,198] 1.54 
New York City..} 1934 16,811] 11.04 

(Manhattan) 
Philadelphia....} 1932 7,174] 3.64 
Pittsburgh 1932 995| 4.22 
St. Louis t 8,298 -90 
WashingtonD.C. |1930-1931 1.68 
Total—11 cities. 
Total—exclusive 

of New York.. 


1,174 
125,966, 3.28 


109,155] 2.09 

















*Predominantly residentiai blocks were selected for this 
compilation. ‘Blocks’ are square blocks, not block front. 

+Chicago: Assessment of 1928 reduced 25% for approxi- 
mate 1932 assessment. 

St. Louis: Assessment of 1931 reduced 20% for approxi- 
mate 1933 assessment. 


exception of Manhattan, the differences 
in the price of land in slum areas and 
outlying areas are not such as to make 
impossible low rental housing in de- 
teriorated neighborhoods. It will not be 
possible to erect single-family homes at 
low rentals at land prices of two and 
three dollars a foot, but attractive low- 
cost developments of two-, three-, and 
four-story apartment buildings with low 
land coverage can be constructed. 

On the basis of this information it is 
the writer’s opinion that the relatively 
slow progress of slum clearance is not the 
result of prohibitive land prices. The 
difficulties of slum clearance are caused 
by the necessity for negotiating with 
numerous owners, satisfying conflicting 
interests, exercising the powers of emi- 
nent domain, and by the delays resulting 
from litigation. 





Marketing Electric Power in the Depression: 
A Study of Cases 


By LAWRENCE W. CHIDESTER 


sales during the present depression 

accounts almost entirely for the 
shrinkage in total gross revenue and in 
volume of business derived by electric 
utilities! This decline is attributable to 
at least three factors: total cessation of 
some business units; reduced consump- 
tion of power by others; and intensified 
competition of isolated industrial power 
plants. 

Failure of the wholesale market to 
withstand the depression has caused 
utilities to recognize definitely the in- 
stability of their industrial load. During 
the depression of 1920-21 the curve of 
power consumption dipped, but utilities 
paid little attention to the decline be- 
cause total sales of electricity were in- 
creasing at a rapid rate.? Furthermore, 
the shrinkage was very slight and thus 
caused little alarm. 

Today the story is quite different. 
With a substantial reduction in total 
sales continuing for several years, the 
utilities have struggled to keep the loss 
at a minimum. Recognizing the in- 
stability of their industrial market, they 
have turned to the further development 
of the relatively stable domestic market. 
The trade journals are filled with plans 
for increasing the use of electric refriger- 
ators, ranges, air conditioning equip- 
ment, and other appliances. But hardly 
a word is said about measures for restor- 
ing the industrial load. Power executives 
seem to take for granted that nothing 
can be done about this market; it follows 


be decline in wholesale power 


1L. G. Cannon, “The Wholesale Electric Business in 
the Depression,” 9 Fournal of Land & Public Utility 
Economics 1 (February, 1933). 


general business and therefore it is 
bound to be unstable. Perhaps nothing 
can be done, but since this problem has 
assumed large proportions for the first 
time in the utilities’ history, it would 
seem that a searching probe of the 
industrial market is in order. Repre- 
sentative customers might well be ana- 
lyzed in the light of new conditions. As 
an aid in formulating a marketing pro- 
gram, the reasons for the loss or reten- 
tion of individual loads might well be 
ascertained. 

This paper presents the results of such 
a study in the territory of one large 
eastern utility. A limited number of 
industrial customers were selected for 
intensive analysis. Plant superintend- 
ents and engineers were interviewed, and 
in most cases cost data were obtained. 
Obviously, not all of the cases investi- 
gated can be presented in this paper; 
we shall have to be content with repre- 
sentative customers. Furthermore, con- 
clusions of a general nature will not be 
drawn because conditions in the territory 
probably differ from those in other 
sections of the United States. 


Peculiarities of the Market 


The utility serves many small manu- 
facturing plants widely divergent in the 
nature of the goods which they produce. 
It has but one large customer whose 
demand at present is 6,000 kw., with a 
peak in 1929 of 8,500 kw. The next 
largest customer takes 1,800 kw., and 
from this point the individual demands 


2 A. E. Patton and O. Gressens, “Influence of Business 
Cycles on Utility Operation,” 2 Fournal of Land © 
Public Utility Economics 40 (February, 1926). 
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taper off quickly to a low figure. With 
such a market no one customer, with the 
exception of the largest, has any pro- 
nounced effect upon the utility’s total 
load. Furthermore, there are no pros- 
pects of obtaining individual loads of 
over 1,000 kw., according to utility 
officials. 

The second important characteristic 
of the utility’s market is its diversity. 
Practically no two industrial customers 
in the group studied manufacture the 
same product. The establishments 
selected for intensive study make paper, 
textiles, rubber, machinery, paper prod- 
ucts, drugs, leather, candy, and brake 
lining. Obviously, the utility must ob- 
tain great variations in load conditions 
from such a varied group of customers, 
even considering recent NRA code regu- 
lations as to working hours. 


Trend of the Market in the Depression 


Despite the diversity of its market 


and the small size of its individual cus- 

tomers, the utility has had an unstable 

industrial load during the depression. 

Table I assembles data from the utility’s 

TaBLe I, Tora SALes or A LarGE Eastern UTILITY 
on 1Ts WHOLESALE Power RaTE SCHEDULES, 


1928-33 
(In Kilowatt Hours in Thousands) 








G-rate N-rate S-rate 
Cus- Cus- Cus- 


Sales |tom-} Sales jcom-| Sales |tom- 
ers ers ers 








1928...1147,084] 184/63, 608 
1929...|154,784] 196)57, 268 
1930...|141, 401] 205/70, 374 
1931...|121,677| 198/48, 208 
1932...|108, 180] 202)41,774 
1933...1117, 578) 191/34, 854 


8,787] 91 |219,479 
10,256] 94 |222, 308 
12,255] 96 |224,030 
12,713] 97 |182, 598 
10,668] 91 |160,623 
12,107] 85 |164,540 


























records which show the course of the 
industrial market as a whole for the 
years: 1928-33. 

: Cannon, op. cit. 

‘From the first issue each year of Electrical World. 


Based on total sales, the utility’s in- 
dustrial market seems to have followed 
the trend of power sales for the whole 
United States. That is, the decline did 
not come until 1931, and it reached the 
lowest point in 1932.’ This shrinkage in 
power sales accounts in large measure 
for the decrease in total volume of busi- 
ness, because the domestic load has 
remained practically stable. Based on 
the peak year 1929, the volume of sales 
in 1932 for the whole country was 30% 
less. For this utility the peak of power 
sales came in 1930, and the 1932 figure 
was about 30% off; during the same years 
the domestic sales increased from 148,- 
000,000 to 180,000,000 kw. hrs., an in- 
crease of about 20%.‘ The year 1931 
was the first in which this utility showed 
a decline in total output—from 1,073,- 
000,000 kw. hrs. in 1930 to 1,048,000,000 
kw. hrs. in 1931. 

Such total figures are not significant 
if an analysis is to be made of the effects 
of the depression upon the industrial 
power business, for obviously, although 
the total may be greatly affected, there 
may be a more important movement 
among the component parts. Table II, 
giving the consumption of power by 18 
important industrial customers’ during 
the years 1928-33 inclusive, indicates 
the importance of distinguishing be- 
tween the total industrial load and the 
consumption of individual customers. 
The total industrial load, for example, 
shows no decline until 1931, while the 
total for these 18 customers shows a 
small decline in 1930, the first year of the 
depression. In other words, the down- 
ward movement had actually begun in 
1930 among important customers. 

A comparison of Tables I and II also 
shows the great depths to which im- 


5 As far as could be ascertained, the industrials in 
Table II are typical cases with no unusual circum- 
stances present except the depression. 
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portant parts of the industrial load ac- 
tually fell. The difference between the 
peak and the bottom of the valley (1930 
and 1932) of the total figures was only 
30%, while the same difference in the 
figures for the 18 customers (1928 peak 
and 1932 valley) was almost 50%. 

Finally, Table II shows clearly the 
striking effects of the depression upon 
important individual customers. Some 
show great variation and instability in 
their consumption, others show very 
little variation, while still others actually 
show an increase in consumption. Such 
weak spots as Company 11 with a de- 
cline from 45,000,000 to 19,000,000 kw. 
hrs. should be studied and contrasted 
with the strong spots as Company 15 
which showed an increase from 700,000 
to 1,600,000 kw. hrs. 


Customers Lost 


The utility did not lose a large number 
of industrial customers during the de- 


pression, but those it did lose are inter- 
esting because of the light they throw 
upon certain marketing problems. Two 
cases will be presented in this section. 
The first, a Diesel installation, is not en- 
tirely a depression case, although later 


aspects are of recent occurrence. The 
second is a case of a new turbine instal- 
lation. 

Company 19—Diesel Installation. For 
several years after its power house was 
built in 1911, Company Ig obtained a 
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good balance between steam and power 
requirements. During the War, how- 
ever, the demand for power exceeded the 
demand for steam. To remedy this situa- 
tion, the Company made a contract in 
1923 with the utility under which it 
agreed to purchase a minimum of 
$12,000 of power a year for five years. 
In order to take utility service, the 
Company invested $67,000 in a sub- 
station, two rotary converters, and other 
necessary equipment. The factory is 
equipped for DC. Table III shows how 
Company Ig met its power requirements 
during the years 1927-1933. 

During the first five years of the con- 
tract dissatisfaction with utility service 
seems to have arisen from three sources: 
(1) cost of the service (to be considered 
later); (2) interruptions in the service; 
(3) marketing philosophy of the utility. 

In regard to the second point (inter- 
ruptions in service), it is important to 
bear in mind that a dip in the flow of 
power to 30-40% of normal shuts down 
the rotaries; therefore the power in the 
substation need not be shut off entirely 
to cause complete cessation in the fac- 
tory. Also it should be pointed out that 
to an engineer an interruption of power 
for only a few minutes is something that 
cannot be tolerated. The records of 
Company Ig show that in 1926 there 
were 14 complete cessations of service in 
the substation, 3 in one day, and in 1927 
there were 21 cessations, 7 in one day; 


Taste IJ. Consumption or Evecrric Power sy 18 SELECTED INDUSTRIAL CUSTOMERS 
oF A LarceE Eastern UTILITY, 1928-1933 
(In Kilowatt Hours in Thousands) 
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TaBLe III. Sources or Exvecrric Power USED BY 
Company 19, 1927-1933 
(In Kilowatt Hours) 








Year| Purchased | Steam Diesel Total 


1927 | 1,431,900 | 1,637,550 
1928 | 1,379,600 | 1,868,050 
1929 | 1,501,000 | 1,827,940 
1930 | 1,464,000 | 1,771,590 
1931 480,200 | 1,486,725 2,699,050 
1932 | 280,600 | 1,587,370 2,451,840 
1933 | 328,000 | 1,619,625 | 659,475 | 2,607,100 





3,069,450 
3,247,650 
3,328,940 
3,294,790 

















in addition, on many occasions the volt- 
age was low for long periods. 

In regard to the third point, Company 
19 feels strongly that the utility attempts 
to apply a monopoly philosophy to the 
wholesale business. As one official of the 
Company expressed it: “If it’s heads, 
the utility wins; if it’s tails, they also 
win.” Reasonable demands upon the 
utility were time and again refused or, 
if they were granted, extra charges were 
levied. The utility would simply refer 
to its rate schedule and say: “There 
it is; we can do nothing about it.” 

The difference in the marketing phi- 
losophies of Company Ig and of the util- 
ity was illustrated by one of the Com- 
pany officials thus: “If a customer comes 
to us and asks for a rush order, say 24- 
hour service, that order is going to cost 
us more. But can we charge that cus- 
tomer extra for that service, especially 
if he is giving us a large volume of 
business? No! However, if we go to the 
utility when we are up against it and 
ask a favor in the form of an extra load 
for maybe a half a day, they reply that 
we can have the power but of course 
our monthly demand will be affected.” 

Because of the three grievances men- 
tioned, Company Ig began to speculate 
upon a power plant of its own, large 
enough to care for all its needs. In order 
to ascertain the facts, the Company 
employed a consulting engineer who 
began his study in the spring of 1928, 
using data for 1927. A description of the 


power plant as he found it and of the 
costs of power generated and purchased 
follows. 

Company Ig has three Corliss engines 
connected to three Crocker Wheeler DC 
generators, one 150 kw. and two 350 kw. 
In addition, there is a small 40 H. P. 
turbine connected direct to a 25 kw. DC 
generator which is used principally on 
week-ends when the demand for power 
or for exhaust steam is small. One de- 
partment in the factory uses boiler pres- 
sure steam for process work while a very 
few others require pressure at 50 pounds; 
steam for heat is supplied at 20 pounds. 

During 1927 these generators supplied 
the following electric power: 

Annual Total Av.Kw. 
Engine Capacity Kw. Hrs. Hours Load 


No.1 25 kw. 15,880 1,000 15.88 
No.2 150kw. 141,000 1,950 72.20 
No.3 350 kw. 798,920 2,800 285.00 
No.4 350kw. 681,750 2,780 245.00 





T ,637 5550 
The total cost of operating the power 
house, including fixed charges, was as- 
certained and an allocation made to 
steam power and to purchased power.® 
The cost of power generated by the 
steam plant was determined as follows: 


Cost of Steam Power 





Engine room operating cost 
allocated 

Boiler room operating cost 
allocated 


Operating cost of steam power 
Fixed charges: 
Engine room allocation.. 9,092 
Boiler room allocation... 1,020 
Fixed cost of steam power 
Total cost of steam power 1927... .$19,011 
Per kw. hr. cost for 1,637,550 kw. hrs.: 
Operating cost 
Fixed cost 


$4,149 


.00617 


6 7.05% of the engine room costs and 7.05% of the 
boiler room costs were allocated to the cost of steam 
power. 
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During 1927, according to the en- 
gineer’s report, Company Ig purchased 
1,210,602 kw. hrs. from the utility. The 
total cost to the Company of this power 
with allocated operating and fixed costs, 
was as follows: 


Cost of Purchased Power 








Purchased power bill. . . .$27,980 
EEE ere 3,268 
BING. 5 bate) ce Maren 643 
6 oi rnd scaee ah 481 
CNN CONE. os ores ccs sie $32,372 


Fixed charges (on substation, ro- 








taries, etc.)....... Die sinat Seaecplirsoag 9,991 
Total cost of purchased power... $42,363 
Per kw. hr. cost for 1,210,602 kw. hrs.: 
Operating cost............ $ .0267 
errr 0350 

Me. chk bale cana $ .0617 


— involved care of substation, rotaries, switchboard, 

Note that, according to the engineer’s 
calculations, the cost of generated power 
was I.160c per kw. hr. compared to 6.17¢ 
per kw. hr., the cost of purchased power. 
Critics might quarrel with the method 
of allocating costs used by the engineer. 
We are not concerned with such a dis- 
pute because the utility has been given 
full access to the books of Company 1g in 
order to disprove these findings. 

In his report, dated September 28, 
1928, the consulting engineer outlined 
six propositions any one of which would 
correct the poor power and steam bal- 
ance and provide adequately for future 
requirements. All the propositions 
called for changes and additions to the 
existing steam plant. 

Because of excess boiler capacity the 
engineer recommended Proposition III, 
the essentials of which were as follows: 
purchase no power; install a 1,000 kw. 
bleeder turbine and condensing equip- 
ment; operate the turbine in connection 


with an engine when necessary for the 
day load, extracting steam at three 
pounds pressure and generating the re- 
mainder of the power condensing; oper- 
ate only the engines for the night load 
after installing a condenser on the 150 
kw. engine. The engineer estimated the 
average day load within three years 
would be 979 kw., the night load 318 kw., 
and the peak load 1,460 kw. The new 
turbine would cost $70,000, the annuity 
on which would be $1,276. Within three 
years a second turbine would be neces- 
sary since the engineer predicted the 
power requirements at the end of Io 
years would be 4,557,043 kw. hrs.,a 50% 
increase over the 1927 consumption. 
The total fixed investment involved 
in Proposition III was estimated at 





$139,000. The total fixed charges 
would be 
eee $ 8,340 
2% Taxes and insurance.. 2,780 
Depreciation............ 3,090 
OR Gs ded avasaey $14,210 


The total cost of generating the entire 
requirement under this plan was figured 
to be $59,764, or 1.311¢ per kw. hr. 

The possibility of Diesel engines was 
dismissed by the engineer in a single 
paragraph: 

“Consideration has been given to the ad- 
visability of installing Diesel engines to re- 
place your present purchased power. On 
account of the high first cost and conse- 
quently high fixed charges, together with 
high maintenance costs and high priced at- 
tendant labor, such an installation would not 
make a paying proposition in a plant such as 
yours where a boiler plant of ample capacity 
is already installed.” 


Company I9’s own engineering staff 
were not satisfied with this summary 
dismissal of Diesels. They requested the 
consulting engineer to look into the mat- 
ter further, and he finally recommended 
the installation of a 350 kw. Diesel and 
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the purchase of enough additional power 
to exceed the annual, utility, contract 
price of $12,000. He also suggested a 
new contract with the utility which 
would exempt a reasonable number of 
y-hour periods from the determination 
of monthly demands. Such a contract 
would enable the Company in case of 
emergency to use a stand-by rotary 
without affecting billed demand ad- 
versely. 

The consulting engineer’s calculations 
of the cost of Diesel and of purchased 
power follow: 


Purchased Power 





30,500 kw. hrs. per month—350 kw. demand 
Net bill: 3.26c per kw. hr. 
Fixed charges on substation, etc.: 
per kw. hr. 
Total cost: 6.30c per kw. hr. 


Diesel Engine of 350 Kw. 


3.04¢ 





Investment, $50,000; life, 20 years; an- 





nuity, $1,359 
Total fixed charges............... $ 5,359 
Total annual cost................ 14,271 
Cost per kw. hr.: 
Operating cost........... -7721C 
Se terre ee .4643¢ 
ME iil cudk ericie pou I .2364¢ 


In this calculation it is important to 
note that no fixed charges on scrapped 
equipment were added to the cost of 
Diesel power. The Company would 
practically scrap one rotary and would 
use the substation to less than half of 
its capacity. Proper charges on this in- 
vestment should be added to the cost of 
Diesel power and subtracted from the 
cost of purchased power. In all later 
calculations the Company seems to have 
overlooked entirely this matter of a 
return on its large investment in sub- 
station and rotaries. 

That the consulting engineer was not 
entirely “sold” on the Diesel proposition 
is indicated in his letter of transmittal 
where he stated it would be wise to ex- 


periment with an engine for three years _ 
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but at the end of that time the Company 
might want to consider higher pressure 
boilers which were rapidly being im- 
proved. 

Company 1I9’s own engineers favored 
the Diesel since it would give them 
power from three different sources. They 
thought it wise, however, to continue 
buying from the utility because of the 
heavy investment in the substation. 

The utility countered with a rather 
weak plan whereby the lighting of the 
factory would be changed from DC to 
AC, and current would be supplied 
direct from the substation through the 
Company’s own switchboard. This 
would remove a large load from the 
present equipment and enable the steam 
plant to take care of the DC require- 
ments of the factory. The total cost of 
the change was estimated at $24,135. 

The Company did not like the util- 
ity’s plan. They felt it would be unsatis- 
factory and even dangerous to have both 
AC and DC in the factory since em- 
ployees might get the two lines mixed 
and cause great damage. They en- 
visaged many occasions when, because 
of interruptions in service, the factory 
lighted by AC might be dark while the 
machinery operated by its own DC 
might be running. In further support 
of the Diesel the engineering staff 
pointed out it would reduce the total 
cost of power from the present figure of 
2.155c to 1.636c. 

A new 350 kw. Diesel and DC gener- 
ator were purchased and installed by 
November 15, 1930. Based on opera- 
tion during the first two years, Company 
19 calculates it is making 11.6% on its 
investment (not including a deduction 
for scrapped equipment). Since this re- 
turn is at least as great, if not greater, 
than that received from its regular busi- 
ness, the Company feels the proposition 
is a good one. 
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No intelligible figures were sub- 
mitted to substantiate this 11.6% re- 
turn. Consequently, we shall make our 
own calculation based on the power gen- 
erated by the Diesel in 1931—namely, 
697,325 kw. hrs. The Company claims 
an operating cost of o.5c per kw. hr., 
including taxes and insurance, which we 
shall assume for the moment to be 
correct. 


Cost if Purchased on G-rate (697,32 ‘boys kw. hrs.) 
Demand charge per month (350 
$85 for 50 kw., $275 for 200, 
$110 for 100...........2000 $ 470.00 
Energy charge (58,110 kw. hrs. per ee 
$180 for 4,500, $575 for 50,000, 
$30.69 for 3,610 kw. hrs...... 785.69 
$1,255.69 month 


















Purchased power bill 
12 months......... $15,068.28 (2.16c per kw. hr.) 
6% Interest on $67,000 4,020.00 
5% Depreciation. .... 33350.00 
2%Taxes and insurance 1,340.00 













$23,778.28 (3.4c per kw. hr.) 





Actual Diesel Cost (697,325 kw. irs.) 
Operating cost, includ- 
ing taxes and insur- 
ance, at 0.Sc per 








<< eeiasiei $ 3,486.63 
6% Interest on $56,000 
TO AE Sas 3,360.00 








Power.......... $ 9,646.63 (1.38c per kw. hr.) 





This computation shows a saving of 
about 2¢ per kw. hr. for the Diesel and a 
return of about 25% on the investment. 
It should be pointed out, however, that 
if the power had been purchased, the 
total kw. hrs. taken from the utility 
would have been over 1,000,000 in 1931 
and thus the average price would have 
been lower than 2.16c. In all these cal- 
culations the case for purchased power is 
damaged by the fixed charges necessary 
on substation equipment. In this case 
they are greater than those on the 
Diesel equipment. If the above figures 
are correct, the utility cannot compete 
with the Diesel even if fixed charges are 
included for the Diesel and omitted for 
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purchased power, and even if the oper- 
ating cost of the Diesel was raised to 
1.00c per kw. hr. 

If such a comparison were made at the 
present time, the case for purchased 
power would be much better, (1) be- 
cause the utility’s rates were reduced 
May 1, 1933, and (2) because the price 
of fuel oil has skyrocketed since late 
1933, thus raising Diesel operating costs. 
Such facts suggest the necessity for cau- 
tion in estimating long-run Diesel sav- 
ings. 

The production cost of 0.5c per kw. hr. 
claimed by Company 1g for its Diesel 
is rather low according to the report on 
“Oil-Engine Power Costs for 1932” by 
the American Society of Mechanical 
Engineers.’ Four cases on the En- 
gineers’ list are strikingly similar to 
Company Ig and furnish a basis for 
comparison. They are single-engine 
plants with a yearly output of about 
600,000 kw. hrs., carrying a base load 
supplemented by a transmission line. 
Table IV assembles pertinent data com- 
paring these four cases with Company 


19. 


Taste IV. Comparison oF Propuction Cost ITEMs oF 
SELECTED DiEsEL PLANTS wITH COMPANY 
19’s PLANT 








Production Com- 
Cost Items No. | No. | No. | No. | pany 


494 | 619 | 1094 | 1096} 19 





Year Diesel In- 


stalled...... 1930 | 1929 | 1928 | 1928 | 1931 
Output in kw. 

otic cee 1495,2001588,3001619,170/725,8801697,325 
Kw. hrs. per gal. 

fuel oil. ..... 10.69 | 10.32 | 10.84 | 11.73 | 13-15 
Kw. hrs. per gal. 

lub. oil...... 917 | 1,400 | 1,548 | 1,037 | 2,350 
Production cost, 

in mills...... 8.49 | 8.77 | 7.76} 8.35 | §.0 




















Analysis of these operating results 
brings the conclusion that the produc- 
tion cost of o.5c per kw. hr. reported by 





1 56 Transactions 255-287 (April, 1934). 
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Company 1g is probably correct—at 
least for the first year or two. The age of 
the Diesels was reflected in their effi- 
ciency. Company Ig9’s engine, being 
new, showed from two to four more kw. 
hrs. per gallon of fuel oil and from 300 to 
1,400 more kw. hrs. per gallon of lubri- 
cating oil. Whether Company Ig should 
take 0.$c as its operating cost in com- 
puting a long-run saving over purchased 
power is doubtful; as the Diesel becomes 
less efficient through age, the operating 
cost will rise, while at the same time the 
cost of purchased power is likely to de- 
cline through rate reductions. 

Company Ig bought a second Diesel 
engine in 1933. Three reasons were given 
for this purchase: (1) savings shown by 
operation of the first Diesel; (2) desire 
to be entirely independent of central 
station service; (3) opportunity to buy a 
second-hand Diesel from a government 
submarine at junk cost ($6,000 to 
$7,000). 

The second Diesel and a new DC gen- 
erator were installed in November, 
1933. Initial tests seemed to be satis- 
factory. Actual operation to March, 
1934, with a total of 14,000 kw. hrs. 
under satisfactory conditions, led the 
Company to give the utility the neces- 
sary 10 days’ notice to cut out purchased 
power. On the tenth day, just as the 
utility was about to disconnect the line, 
the shaft of the generator on the second- 
hand Diesel broke. At first it was 
thought the break was caused by a de- 
fective part but exhaustive tests showed 
the cause to be torsion from the engine. 

That the purchase of the second-hand 
Diesel may not turn out to be a paying 
proposition is evident from statistics 
gathered during the time it was in oper- 
ation. Comparative operating costs for 
the two Diesels follow: 


8 Data for Company 19 are for 1931, while data for 
the other cases are for 1932. 


Second- 
New hand 
Diesel Diesel 





ae per gallon of fuel 


Kw. hrs. per gallon of 
lubricating oil 2 125 


The second Diesel will show lower fixed 
charges per kw. hr. when operation is 
resumed but these savings will become 
insignificant compared to the much 
higher operating costs. 

Company 20—New Turbine Installa- 
tion. This is a case where purchased 
power was supplanted during the de- 
pression by a new steam turbine in an 
isolated, industrial plant. Before the 
first improvements were made in 1928, 
the Company’s power plant consisted 
of 16 boilers whose efficiency was poor 
and which cost $10,000 a year for main- 
tenance. An old 1,500 kw. turbine was 
used to generate electricity for light and 
power only during the peak hours de- 
clared by the utility; these peak hours 
ordinarily came in November and De- 
cember from 3:00 P. M. to 5:00 P. M. 
Company 20’s purchases of power from 
1928-33 were as follows: 


3525 ,728 kw. 
I ,413 ,000 kw. 


To obtain greater reliability and 
economy in its steam plant, two new 
cross-drum 750 H. P. boilers were in- 
stalled in 1928 and a third in 1929. The 
first year of operation showed a saving 
of $38,000 on steam costs alone. Note 
that all electric power was still pur- 
chased. 

The rising cost of purchased power 
compared with the cost of labor was one 
factor which led Company 20 to consider 
making all its own power. In 1929 the 
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purchased power bill was 14% of the 
payroll; in 1930, 17%; in 1931, 19%; and 
in 1932, about 25%*. Chart I shows 





cwarT I 

| RELATIVE COSTS FOR LABOR, MATERIAL, AND POWER DURING 1929, 1930, 1931, 
| 1932 IN COMPANY 20, OPERATING WHOLLY ON PURCHASED POwER* 

} — 


2 
ae 





CENTS PER POUND 


DOLLARS PER BBL, COST OF FUEL On 
on ep oe 5 HF SS 




















* Cost of fuel oil per barrel is included. Note increase in 
power cost expressed as percentage of payroll. (Source: Tez- 
tile World, January, 1933.) 


this trend graphically together with 
the downward trend of other operating 
costs. Since fuel oil and coal costs fell 
consistently during the depression, the 
Company felt that utility rates should 
also show a downward trend. The Com- 
pany’s power costs had to be reduced if 
it was to be able to compete with firms 
which made their own power either by 
steam or by water generation. 

Other objections to central station 
service, according to Company 20, were 
first, its inflexibility, especially in regard 
to momentary peaks which brought 
about high demand charges. Also the 
service was felt to be inflexible during 
the months when peak hours were de- 
clared. It should be pointed out that 
most industrials grant that central sta- 
tion service is more flexible. 

Another objection involved the labor 
problem. The N-rate of the utility re- 
quired that an engineer and assistant be 
employed throughout the year. Since 
the peak hours came in only two or three 

° This does not mean that the cost of power rose 


absolutely. The payroll declined along with other costs, 
and thus stationary power costs attracted attention. 


months and the Company consequently 
made its own power only at those times, 
old and inefficient men were employed 
whose services were used but little dur- 
ing the rest of the year. 

A fourth objection might be termed 
psychological. The Company objects to 
the monopoly attitude of the utility. 
The manifestation of this attitude, they 
feel, is found in the various demand and 
service charges. The Company points 
out that it competes in the New York 
market with other manufacturers who 
have cheap water power; that market is 
not concerned with the fact that this 
Company purchases its power. A 
monopoly attitude is inflexible; there is 
too much emphasis on elaborate calcu- 
lations of demand, reactive energy 
charges, minimum charges, and the like. 
The Company feels that utilities have a 
top-heavy financial structure, that 
enormous financial charges are added to 
actual costs of operation, all of which 
put purchasers of power at a disad- 
vantage when competing with firms 
which make their own power. 

“The straw that broke the camel’s 
back,” to use the words of the plant 
superintendent, was a change made by 
the utility on May 1, 1932 in the N-rate 
clause concerning “‘term of contract.” 
The old clause read: “Customer may 
terminate service at any time, subject 
to unexpired obligations under para- 
graph 5 of page 2, by giving ten days’ 
notice in writing.” Paragraph 5 stated 
that, if an investment was required not 
warranted by probable revenue, the 
customer must underwrite sufficient 
amounts to warrant use of such invest- 
ment.’° The new clause as of May 1, 
1932 says the term of contract shall be 


16 The old rate also called for a minimum revenue 
guarantee of $6,000 a year. The new minimum is 50c 
per kw. of service capacity per month plus a capacity 
charge of $3,600 per year. 





ted 
not 
the 
ent 
est- 
r I, 


| be 


renue 
s 50C 
acity 


MARKETING ELECTRIC POWER 57 


one year and thereafter until service is 
discontinued at the end of a service year, 
after receipt of at least 10 days’ written 
notice; but in case of discontinuance, all 
monthly instalments not then due on 
previously established yearly demand 
charges shall immediately become due 
and payable. Company 20 figured it 
would cost $30,000 to discontinue cen- 
tral station service under this clause. 

The immediate result was that the 
Company changed to the S-rate under 
which no term contract was required and 
service could be terminated at any time 
by giving 10 days’ written notice. The 
reason for this change obviously was to 
enable the Company to quit the utility 
service as soon as it could provide ca- 
pacity to take care of all its require- 
ments. Evidently the Company oper- 
ated its old turbine during the rest of 
1932 and part of 1933 because the con- 
sumption of purchased power in 1932 
was only 3,525,728 kw. hrs. and in 1933 
only 1,413,000 kw. hrs. 

The superintendent scoured the East 
for a used turbine and finally purchased 
a 2,000 kw. unit from an abandoned 
municipal plant which had been bought 
out several years before by the Asso- 
ciated Gas and Electric Company. The 
unit was Io years old but it had been 
used by the municipality only three 
years. The Company rebuilt the unit 
and made extensive changes in its power 
plant. 

By the end of 1933 Company 20 was 
ready to supply its own needs. It still 
wanted to take central station service at 
week-ends, and the question of the 
proper rate schedule arose. Upon ex- 
amining the S-rate schedule it found that 
there was a capacity charge of $360 a 


11 The writer did not have access to cost calculations 
made by this industrial. 

The NRA has made power costs more and more 
important. Company 20, for example, is restricted to 


year plus “$1.00 per month per kw. of 
rated capacity of the customer’s other 
sources of power installed or replaced in 
whole or part, . . . after May 1, 1931.” 
Obviously, the Company could not con- 
tinue on this schedule because it would 
have to pay $2,000 a month capacity 
charge in addition to the $360 yearly 
charge. Consequently, Company 20 
went on the G-rate, which is the general 
power rate with no off-peak considera- 
tions. 

This industrial is now taking 150 kws. 
from the utility on week-ends, but it will 
soon install a 150 kw. house unit to make 
the plant entirely independent. 

At the present time (April, 1934), 
Company 20 is making power for o.9c 
per kw. hr., including fixed charges and 
no credit for by-product steam." This 
cost is in face of a rise in price of fuel oil 
from 6sc to $1.35 a barrel. In arriving 
at the o.gc figure the following costs 
were considered: new machinery is 
charged off in five years, or 20% a year, 
and 6% is allowed on the investment; 
insurance, taxes, maintenance, and up- 
keep are charged on the old, 20-year old 
plant but no depreciation because it had 
already been fully depreciated; and a 
small amount is charged for technical 
supervision but nothing for office, sales, 
or executive overhead. It should be 
noted that this Company does not, like 
many firms, put an excessive burden 
upon process- or heating-steam load in 
order to make a low-cost power showing. 
Much of this industrial’s low cost is at- 
tributable to a high power factor at the 
main panel and to a bonus system for 
fuel oil burned per units generated.” 

Chart II gives Company 20’s com- 
parison of operating an isolated power 
plant with the cost of purchased power. 


80 machine-hours a week where formerly it was oper- 
ating 120 hours. The result is that the Company makes 
a more intensive use of power by increasing the amount 
of power per worker. 





THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 





COST OF OPERATING POWER PLANT OF COMPANY 20 
AS COMPARED WITH PUBLIC UTILITY RATE 


Rate, 
COST CENTS PER KW nm 


80 CENTS PER ee. 


! ! FS Ee) aise 
©6066 200,000 300,000 400,000 $00,000 00,000 700,000 800,000 
AW. HRS. PER MONTH 











Source: Textile World, January, 1933. 


Study of this chart makes evident the 
possible savings in an isolated plant 
where practically no cost burden is 
placed upon the process-steam load. 
According to the superintendent of 
Company 20, many industrials de- 
liberately give a false idea of their unit 
cost per kilowatt-hour generated, the 
loophole being  process- or heating- 
steam requirements. Quite often the 


burden placed on these factors is higher 
than it should be in order to show lower 
generating costs. Chart II, however, 
gives no such distorted picture; it led 
the superintendent to the conclusion 
that in times of business depression the 
industrial operating on purchased power 
is placed under a decided handicap 
when competing with a company opera- 
ing its own power plant. 

The second instalment of this article 
will analyze two examples of whole- 
sale customers added by the utility 
during the depression years; the re- 
actions of two prospective customers of 
the utility; and the attitudes of two 
industrials which, though much af- 
fected by the depression, have long 
purchased large amounts of power from 
the utility. 





I. The Taxation of Railroads in the Southeast* 


By TRUMAN C. BIGHAM 


of steam railways since the World 

War in the Southeast, i. e., during 
the years from 1921 to the present in 
the states of Alabama, Florida, Georgia, 
North Carolina, South Carolina, and 
Virginia. The problem of railroad tax- 
ation has become most acute during the 
post-war period, in the Southeast as well 
indeed as elsewhere; and these states 
constitute an economically homogeneous 
area in which it is convenient to inves- 
tigate the subject. This area is fairly 
well defined from the standpoint of rail- 
way service.! 

The territory selected is known as 
the eastern or Piedmont section of the 
South, a region which has recently ex- 
perienced a marked economic and social 
development. This has meant greatly 
increased public expenditures. The 
southward shift of industry, the exten- 
sive but naturally expensive program 
of road construction, the rapid improve- 
ment of school systems adequate for 
the comparatively large number of 
children of school age, and the reaction 
from delayed progress in other respects 
have placed heavy burdens upon the 
public treasuries. No section of the 
United States experienced anywhere 


Ban study deals with the taxation 


*This is one of a number of tax studies fostered 
through grants-in-aid by the Social Science Research 
Council, under the direction of a sub-committee of its 
Southern Regional Committee. Acknowledgment is also 
made for assistance by tax officials. 

1 Lack of time and data precludes the inclusion ot 
other southern states; and 1921 was the first full year 
of private operation of the railroads after the period 
of government operation. 

2See National Industrial Conference Board, Cost 
, Government in the United States, 1929-1930, p. 80 

1932). 

3 The increase in total state and local tax collections 
from 1922 to 1929 was 96.4%. 

4See Martin, J. W., “Industrial Changes and Taxa- 
tion Problems in the Southern States,” Annals of the 


near as great an increase in per capita 
taxes from 1922 to 1929.2 Tax collec- 
tions have practically doubled since the 
War in the six states.’ 

With a relatively low per-capita 
wealth or income, these states have 
turned, in the effort to raise revenue, 
to special commodity and general sales 
taxes to an even greater degree than 
their neighbors to the north,‘ but they 
have been compelled, nevertheless, to 
rely heavily upon a poorly administered 
property tax, already firmly imbedded 
in the tax systems. Property taxes still 
produce over */; of the state and local 
and over °*/1 of the local tax revenues. 
Adverse political conditions and uni- 
formity clauses have made tax reform 
difficult. 

The railroads of the section have 
borne a large and increasingly onerous 
part of these taxes. In 1929 they paid 
7.0% of all taxes in the six states and 
9.3% of the property taxes.> Railroad 
taxes, in fact, are of greater fiscal im- 
portance in the Southeast than in the 
country as a whole, for they amounted 
in 1929 in the United States to only 
5.0% of all state and local tax collec- 
tions.6 No corporate taxpayers contri- 


Amertcan Academy of Political and Social Science 224- 
237 (January, 1931). 

5 Cf. Table I, p. 60infra. 

* Total state and local tax collections in the United 
States in 1929 as reported by the National Industrial 
Conference Board, op. cit., were $6,430,833,000; and 
total state and local railway tax accruals for the United 
States may be estimated to be $324,445,000. State and 
local railway tax accruals for all classes of railways are 
not reported in Statistics of Railways, although all tax 
accruals for all railways and state and local and federal 
taxes for Class I railways are reported. By multiplying 
the figure for all tax accruals of all railways as given in 
Statistics of Railways, 1929, p. Lx1x, by the federal 
tax ratio for Class I railways for 1929, which was 22.6%, 
all state and local railway tax accruals may be approx- 
imated. 
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bute as heavily as do the railroads 
either to state or local governments, 
particularly to the latter. Should gov- 
ernment ownership prove to be the best 
solution of the railroad problem, or 
should a large part of the unprofitable 
rail mileage in the South be abandoned, 
the public treasuries in the Southeast 
would receive a serious blow indeed. The 
railroads have been prompt taxpayers 
in many communities where the collec- 
tion of taxes from individuals has almost 
broken down. Table I gives a compari- 
son of total, property, and railway taxes 
in each of the states in 1929, when rail- 
way tax accruals were at the peak. The 


latter have declined somewhat in rela-° 


tive importance since the beginning of 
the period, because of the adoption by 
the states of the newer taxes which have 
had little effect upon the railroads. 

The importance of railroad taxation, 
of course, is not to be measured in the 
main by the relative amount of taxes 
paid by the carriers. The subject has 
greater significance from the point of 


TABLE I. 


view of the difficult administrative prob- 
lems involved and the effects upon the 
roads. It is with these, therefore, that 
we are here primarily concerned. The 
states of the Southeast, like others 
throughout the country, early devised 
special methods for the taxation of rail- 
roads, particularly in connection with 
the general property tax; and a study of 
the development and application of 
these methods in the different states 
should not only point to ways of improv- 
ing the tax systems as related to the 
railroads but should also throw some 
light upon the problems arising in the 
taxation of similar industries. And tax 
administration admittedly needs im- 
provement. 

A properly conceived and adminis- 
tered tax system, as far as the railroads 
are concerned, assumes special signifi- 
cance in the Southeast, in view of the 
drastic cuts in revenue which the carriers 
have recently suffered. Inasmuch as 
about °/1 of the taxes are based upon 
property values little related to earning 


ToTraL AND Property TAx CoLLECTIONS IN THE STATES OF THE SOUTHEAST 


Comparep RESPECTIVELY WITH THE CoRRESPONDING Rattway Tax ACCRUALS, 1929 








Total Taxes (In Thousands) 


Property Taxes (In Thousands) 





State 
and 
Local *® 


Jurisdiction 


State 
Ratio and 
Local ® 


Railway Railway Ratio 





$54,082 
91,700 
65,465 
975299 
45,282 
80,786 
434,614 








$3, 263! 


b 
$ 3, 863° 


7,214° 
30, 844 








$33,425 
72, 
431432 
64,181 
26,514 
45,536 

285,694 





5,785¢ 
4,635" 
5,090! 
3,081 3 
4,918 
26,772 








(a) National Industrial Conference Board, op. cit., pp. 80, 118-119. Similar figures were not available for later years. 


(b) Computations from the annual reports of railroads to state regulatory bodies. 


(c) Report of the Public Service Commission, 1930, p. 3. 

(d) Report of the Tax Commission, 1932, p. 237- 

(e) Report of the Corporation Commission, Appendix II, 1929, 
(f) Unpublished computation by the Tax Commission. 
B Total railway tax accruals less 1.25% for all licenses. 


Total railway tax accruals less $56,000 for income and corporation licenses. Income taxes for Class I roads, according to 


Pp. 97- 


letter, were $25,608 and corporation licenses amount to about $30,000. The gross receipts tax did not apply to all of 1929. 
ission, 1932, DP. 237-) 


(i) Local 
(j) Inclu 356,376 for the special license tax which is 
tax, as reported by 
the net income tax, as reported for Class I roads by letter. 

(k) Total railway tax accruals less gross receipts taxes 


_ rty taxes plus franchise tax based on property. (Report of the Tax Comm: 
: es ound by taking as 42% the total 
it to 100%, and multiplying the result by three mills. From total railway taxes there were subtracted $33,217 for the gross receipts 
the Tax Commission, $23,000 for 1931 municipal license taxes, as reported by the railroads, and $393,000 for 


(1) The corresponding ratio for 1922 was 9.0%; for the United States it was 6.5%. 
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power, or upon gross receipts, tax 
accruals have absorbed an increasing 
portion of operating revenues, as well 
as of net income.’ Some roads, indeed, 
have been able to pay their taxes only 
through loans from the Reconstruction 
Finance Corporation or other relief 
agencies.® 

The tax burden in the Southeast is 
even more onerous, as will be indicated, 
than in the rest of the country, primarily 
because of the low earning power of 
the railways. While the taxes per mile 
are less in this part of the United States 
and while climate and topography are 
generally favorable for operation, traffic 
density is low and competition is keen. 
Distances are great and cross-state 
trafic is relatively light, as well as 
seasonal. Confined largely to that 
territory naturally marked off by the 
Applachian Mountains, with their main 
stems running north and south parallel 
to the Atlantic Coast, the railways find 
themselves in very active competition 
with motor vehicle and contiguous water 
carriers, both of which in the Southeast 
are well situated to bid for railroad 
trafic. It is significant to note that five 
of the seven Class I railways in the 
Southern District in the hands of receiv- 
ers on July 1, 1933 operate entirely in 
the Southeast.'° 

7Cf. Table II infra, p.65, and Table IX in the next 
instalment of this article. The ratio of state and local 
railway tax accruals to total railway tax accruals is 


greater in the Southeast than in the United States as a 
whole, 


§ During the period from February 12, 1932 to June 
30, 1933 the Reconstruction Finance Corporation lent 
over $22,800,000 to 28 railroads in the United States 
specifically for the payment of taxes. About $1,400,000 
went to roads in the six states embraced in this study. 


(Information supplied by the Reconstruction Finance | 


Corporation). 

*Fourteen of the 26 Class I railways operating in 
the region have their entire systems within the six 
States, the most important terminating on the north 
in Virginia cities and on the south at Alabama or Florida 
ports. Prominent among the 14 carriers are the Atlantic 
Coast Line, the Seaboard Air Line, the Central of 


As a background for the study of the 
administrative problems and relative tax 
burdens, we shall first summarize the 
development of railroad tax legislation 
in the six states. This will be followed 
by a detailed explanation of the methods 
now in force, with primary reference to 
valuation and apportionment. The 
analysis of tax burdens will be confined 
almost entirely to the railroads them- 
selves. In a sense this leaves the job 
only half done, for a comparison of the 
railroad burden with that of competing 
carriers is of the greatest significance. 
But available data and resources make 
such a comparison impossible at present. 
Something can be gained, however, by 
presenting the railroad half of the picture 
and by comparing the relative burdens 
among the different carriers and among 
the separate states. 


Development of Railroad Taxation 
Policy" 


A review of railroad tax legislation 
in the states of the Southeast reveals a 
gradual development from a policy of 
subsidization and tax exemption to one 
of special and sometimes discriminatory 
taxation. In broad outline, but with 
significant variations, the policy has 


Georgia, the Florida East Coast, the Richmond, Fred- 
ericksburg and Potomac, and the Norfolk Southern. 
Of those which operate largely in the Southeast, but 
have a part of their mileage elsewhere, the most im- 
portant are the Southern, the Louisville and Nashville, 
the Norfolk and Western, and the Chesapeake and 
Ohio. 

10 Data supplied by the Interstate Commerce Com- 
mission. The five roads were the Florida East Coast, 
the Georgia and Florida, the Norfolk Southern, the 
Seaboard Air Line, and the Central of Georgia. The 
other two Class I railways in the Southern District 
were the Mobile and Ohio and the New Orleans Great 
Northern; and the former operates in part in the 
Southeast. 

11The discussion which follows is based upon an 
examination by the author of the statutes of the differ- 
ent states. To make this examination it was necessary 
to visit the various state capitals, where the statute 
citations were taken. An analysis of the development 
of railroad tax legislation in each of the states is avail- 
able in manuscript form. 
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been similar to that in most of the other 
states throughout the Union”. 

Throughout the first four decades of 
the railroad era, particularly during the 
fifties and the “carpetbag” regime of 
the late sixties, direct subsidization 
supplemented by tax exemption was 
the practice. Four of the states, Florida, 
Georgia, North Carolina, and Virginia, 
early imposed special railroad taxes by 
charter or general act, but they too at 
the same time granted subsidies and 
tax exemption of one form or another 
to various railroads. 

Direct aid to the railroads took numer- 
ous forms: grants of land, loans from 
state treasuries or state banks, appro- 
priations for surveys, and especially 
endorsements of bonds and subscrip- 
tions to stock. Georgia undertook the 
construction of a state road. Alabama 
and Florida led in land grants; Alabama 
in bond endorsements; and Virginia in 
stock subscriptions. South Carolina 
used a variety of forms, favoring for 
the most part the roads connecting 
Charleston with Augusta, Georgia ‘and 
other inland centers. 

At first the usual practice was to 
assist individual companies as they were 
chartered or when they applied for aid, 
but as time went on the tendency was 
to generalize subsidization. In three 
states, Alabama, Florida, and North 
Carolina, boards of internal improve- 
ment were set up for the purpose of 
promoting railroad construction on a 
broad scale. In the other states support 
was given directly by the legislatures. 
As soon as the people had become con- 
vinced of the enduring superiority of 
railroads as compared to waterways, 
public aid was freely given in the South- 
east. Here prospects were less inviting 


12 Compare Dorau, H. B., Materials for the Study of 
Public Utility Economics (New York: Macmillan Co., 


1930), PP. 471-474. 


to private enterprise than in the North, 
and geographical and topographical con- 
ditions made imperative the need for rail- 
road service. The pine-barrens along the 
coast had to be crossed in obtaining an 
outlet for the staple crops of the Pied- 
mont; and no adequate means other 
than railroads were available for han- 
dling the much desired north and south 
trafic. The rivers emptying into the 
ocean were not navigable for long dis- 
tances, and they did not flow north and 
south. 

Data are not available for determining 
accurately the value of the entire 
amount of state aid in the Southeast, 
but it was without doubt substantial. 
The indications are that it was more 
pronounced in this section than in most 
of the states in the Union. Cleveland and 
Powell mention definite instances which 
total more than $75,000,000, including 
bond endorsements of $43,000,000, stock 
subscriptions of $28,800,000, and direct 
loans of $3,500,000." These figures, of 
course, are not complete, and include 
neither land grants nor aid from local 
governments, both of which would add 
substantially to the total. Gifts of land 
were especially notable in Alabama and 
Florida, where large grants had been 
received from the Federal Government. 
On the other hand, it should be pointed 
out that the subsidies were not a clear 
gain to the companies. Sometimes they 
did not receive as much as promised; 
and they were often required to provide 
free service in return for the favors. 

The bond endorsements were made 
good in part. Those states which had 
received large grants of lands and had 


-established from the grants internal 


improvement funds usually made pay- 
ments only to the extent of moneys 


13 Cleveland, F. A. and Powell, F. W., Railroad 
Promotion and Capitalization in the United States 
(New York: D. Appleton & Co., 1909), pp. 212-229. 
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available in such funds. In other states 
endorsements were either made an 
obligation of the general revenue or 
state bonds were exchanged for railroad 
bonds and stocks. Data showing the 
extent to which the states actually ful- 
filled their obligations are not available. 
Many of the liabilities incurred during 
the “carpetbag” period were doubtless 
repudiated. It is to be understood, of 
course, that most of the bonds were 
first of all obligations of the railroad 
companies. 

Accompanying the more direct forms 
of subsidy was tax exemption, although 
the latter did not become general quite 
as early as the former, nor was it as 
prevalent. Alabama, for example, did 
not grant tax exemption to the railroads. 
Exemption privileges were usually in- 
corporated in the charters, but in some 
cases, as in Florida, general acts were 
passed conferring the privilege upon 
all companies which met specified re- 
quirements. In a few instances absolute 
immunity was promised, notably in 
Virginia; but as a rule there was limited 
immunity, commonly as to time and 
occasionally until a certain dividend 
should be earned. In other cases only 
specified forms of property were exempt, 
for example, capital stock; while track, 
roadbed, and rolling stock were taxed 
like other property. In still other in- 
stances the roads were favored through 
limits upon the amount of state taxes 
that could be imposed upon them and 
through restrictions upon the taxing 
powers of local governments. As far as 
can be determined, however, in none 
of the states were all railroads at any 
one time completely freed from the tax 
obligation, although it is certain that 
they paid few taxes as long as exemption 
was the general practice. 

Subsidization was not _ officially 
brought to an end in the Southeast until 


the lapse of almost half a century—a 
much longer time than in the North. 
Tax exemption received no Serious set- 
back until the Civil War placed heavy 
burdens upon state treasuries. By 1877, 
however, all of the states had passed 
restrictive legislation. The change in 
policy was attributable to the failure 
of state roads, the abuses connected 
with state aid, the reaction to “‘carpet- 
bag” rule, and the rising antipathy 
toward large corporations in general and 
railroads in particular. Of course, many 
years elapsed before the last vestiges 
of the policy were gone. Certain roads, 
indeed, are even yet in part exempt 
from taxes. The companies vigorously 
opposed the attempt to tax them, but 
by the end of the century tax exemption 
was nevertheless quite the exception. 
The states appointed boards to verify 
the claims of the roads, brought suit 
to test them, and reserved in general 
incorporation laws the right to tax. The 
courts upheld the state legislation, 
narrowly construing contracts and hold- 
ing immunity from taxation not to be 
transferable. In one way or another 
the railroads were brought under the 
general tax laws. The pressure of public 
opinion was sufficient in one outstanding 
case to cause the company concerned to 
submit voluntarily to taxation. 
Throughout the period of subsidy and 
tax exemption some railroads, as pre- 
viously. indicated, had been subjected to 
taxation. During the earlier years, aside 
from negligible taxes on certain real 
estate and enumerated forms of per- 
sonal property, special taxes were em- 
ployed, as in Florida, Georgia, and 
Virginia; but after the middle of the 
century taxable railroads were required 
to pay the locally administered general 
property tax. About 1850 the states 
had enacted legislation providing for 
an ad valorem tax upon all forms of 
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property; and railroad property was 
naturally treated like other property. 
There was uniformity in name only, 
of course, for administration was too 
weak to bring about true equality. This, 
indeed, is strikingly true even yet in 
the Southeast. Taxation under the 
general property tax in its original form, 
however, was not especially significant, 
for the railroads were either exempt 
from taxation or succeeded in paying a 
minimum of taxes. In the nature of the 
case, the railroads, being large in size, 
complex in organization, and extending 
beyond the confines of tax jurisdictions, 
could not be successfully reached 
through local administration, which is 
part and parcel of the general property 
tax. 

This fact was soon recognized; and 
the general property tax, though not 
completely abandoned, was modified. 
Special procedures were set up for its 
application to the railroads. These pro- 
visions, primarily concerned with assess- 
ment, were made at about the same 
time that subsidies were discontinued 
and tax exemption laws nullified. Be- 
tween 1869 and 1874 all the states 
required the railroads to report to state 
officials for the purpose of centralizing 
assessments of railroad property. The 
assessment was then made, largely upon 
the basis of the company reports, and 
apportioned to the localities on a mileage 
basis for the application of local rates. 
This, in rough outline, has been the 
procedure down to the present. At 
first, assessment in every state was 
placed in the hands either of ex-officio 
boards or some state official, usually 
the comptroller, who was already bur- 
dened with other duties. In practice, 
therefore, the railroads really assessed 

4 Virginia has attained a measure of specialization 
by delegating assessment to a separate division of the 


Corporation Commission. 
18 Georgia, however, assesses the franchise. At pres- 


themselves, although ineffectual at- 
tempts were made through equalization 
boards to bring about uniformity. It 
was not until Alabama and South 
Carolina led the way in 1915, much 
later than in many states of the Union, 
that specialized assessment boards were 
provided. In Florida and Georgia 
this has not yet been done. The struggle 
to attain effective administration has 
been a long and bitter one, marked by 
much vacillation. 

Centralized assessment, however, did 
not necessarily mean true unit assess- 
ment. As arule, merely the rolling stock 
or the franchise was given a unit value 
and apportioned to the states. Fixed 
property was valued as a whole only to 
the extent of its location within the 
state. North Carolina alone from the 
first employed what has come to be 
called the true ad valorem method; 
i. e., centralized unit assessment of the 
railroads as going concerns. Alabama 
did not attempt to assess the railroads 
as units until 1907, and the other states 
have not yet done so.” Centralized 
assessment has usually antedated going- 
concern assessment by a number of 
years and is much more extensively 
employed. 

Inclusion of the intangible elements 
of value in railroad assessments was 
closely associated with another change 
in policy which occurred in all the states 
except Florida and Georgia during the 
last quarter of the nineteenth century 
and the first decade of the twentieth— 
namely, the levy of special taxes upon 
the railroads.'6 The tendency was to 
require either the assessment of the 
franchise or the payment of special 
taxes, or both. It is significant to note 
that the special levies were usually in 


ent, Alabama does not assess all railroad property as 
a unit. 

16 In a number of instances additional taxes had been 
levied during the Civil War and later abandoned. 





TAXATION OF RAILROADS IN THE SOUTHEAST 65 


addition to and not substitutes for exist- 
ing taxes. The new policy was doubtless 
attributable to a certain extent to a 
conviction on the part of the people 
that regulation was not effective in 
curbing the profits of railroad companies. 
Moreover, the change was in part a re- 
flection of the general movement toward 
more stringent control of railroads. An 
added element was the fact that these 
great corporations were or could be 
made to be heavy contributors to needy 
treasuries. The special taxes, however, 
do not appear to have been as dis- 
criminatory in the Southeast as they 
were in some other sections of the 
country, particularly the Middle West, 
where the Granger Movement was most 
pronounced. 

More recently, especially since the 
World War, the railroads, along with 
other businesses, have generally been 
subjected to the newer taxes, such as 
taxes on net income, as these have been 
added to the tax systems. The new taxes, 
as arule, like the earlier franchise taxes, 
have been additions to rather than sub- 
stitutes for existing levies. The states 
have given up but slowly their old taxes. 
While the idea of discriminatory and 
special taxation appears to have been 
forgotten, yet added exactions have 
been placed upon the railroads with 
slight regard in some cases, apparently, 
to the taxes already required of the 
carriers. There has been little consist- 
ency of policy, and great diversity in 
method. The program of integration 
has yet far to go in the Southeast. 


Evaluation of Methods Now 
in Force 


The general methods of railroad taxa- 
tion now in force in the different states 
and the relative importance of the 
various taxes are indicated in Table II. 
Most of the revenue from these taxes 
goes to the localities. In Florida, Georgia; 


North Carolina, South Carolina, and 
Virginia together, 68% is for local pur- 
poses. Figures for Alabama are not 
available. The states in which the prop- 
erty tax is most important reserve least 


TasLe II. Amount AND RELaTIVE ImpoRTANCE OF 
THE Various Taxes ImMposeD upon THE RAIL- 
ROADS BY THE STATES OF THE SOUTHEAST IN 
THE Latest YEAR FOR WHICH Data 
Are AVAILABLE 
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Alabama—All Taxes * 
Property tax 
Gross receipts tax 
Franchise tax based on 
capital stock............ 
Inspection fee based on in- 
trastate gross receipts.... 
Permit fee based on capital 
employed in the state. ... 
Florida—All Taxes 
Property tax 
State and county license tax 
based on mileage 
City license tax based on 
population 
Georgia—All Taxes ° 
Property tax 
Gross receipts tax 
Corporation license tax 
based on capital stock... . 
Net income tax 
North Carolina—All Taxes4.. . 
Property tax 
Franchise tax based on 
property 
Net income tax 
South Carolina—All Taxes®.. . 
Property tax 
Net income tax 
License tax based on the 
“true value” of property. . 
Gross receipts tax 
City license tax based on 
population 
Virginia—All Taxes ‘ 
Property tax 
Gross receipts tax 


17, 526 
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3320, 389 
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4,017,177 
3,936,279 
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9,542 
5,284,873 
3,295,491 
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343, 693 
3,540,198 
2,700, 525 
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355,426 
39,024 


23,063 
7,455,673 
5,031,682 
2,423,991 











(a) Based upon an unpublished computation by the Tax 
Commission for 1929. Privilege taxes levied by certain munici- 
palities, although not by all, are not included. The figure for 
all taxes is slightly higher than that computed from the com- 
pany reports and given elsewhere, for property taxes were 
estimated by using average rates. ; 

‘ (b) Based upon data supplied by the railroads of Florida 
OF 1932. 

(c) Based upon data supplied by the railroads of Georgia 
for 1931. The gross receipts tax was not levied after 1931. 

(d) Based upon figures for 1931 in the Report of the Tax 
Commission for 1932. 

(e) Based upon data supplied by the railroads of South Caro- 
lina for 1931. 

(f) Based upon data supplied by the Virginia Railway Asso- 
ciation for 1930. The property tax is the sum of the taxes 
imposed upon the different classes of property. 
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for the state itself. The localities receive 
over 90% in Florida; over 80% in 
Georgia; about 80% in South Carolina; 
but less than 60% in North Carolina; 
and only 50% in Virginia. The income, 
gross receipts, and special franchise 
taxes are used primarily for state pur- 
poses. 

Perhaps the most outstanding feature 
of these tax systems is the overwhelming 
importance of the property tax. In every 
state it produces by far the largest part 
of railway tax revenue; and in Florida 
and Georgia 98%. It is least significant, 
of course, in those states which have 
diversified their tax systems. Virginia 
alone obtains as much as a million 
dollars from other types of taxes. Of 
these, the gross receipts tax is the most 
important; but Virginia is the only state 
to make significant use of it. The gross 
receipts taxes of Alabama, Georgia, and 
South Carolina are of limited scope. The 
net income tax is found in Georgia, 
North Carolina, and South Carolina, 
but its productivity is nominal in the 
first. The capital stock tax is employed 
in Alabama and Georgia, but is impor- 
tant only in the former. Instead of the 
capital stock tax, North Carolina and 
South Carolina use franchise or license 
taxes based upon the value of the 
property. 

While the states are alike in holding 
fast to the property tax, they are highly 
unlike in levying exactions for the privi- 
lege of engaging in the railroad business. 
Their business taxes are most diverse. 
No less than eight different bases are 
used in measuring the value of the 
privilege. Alabama has three criteria: 
gross receipts, population, and capital 
stock;!’ Florida two: mileage and popu- 
lation; Georgia two: net income and 
capital stock; North Carolina two: 


17In addition, of course, there are the two different 
fees: inspection and permit. 


assessed value of the property and net 
income; South Carolina four: net income, 
“true value” of the property, gross re- 
ceipts, and population; and Virginia 
one, gross receipts. 

The gross receipts or privilege tax of 
Alabama applies to all railroads, with 
the exception of independently owned 
and operated lines which have annual 
gross receipts not exceeding $300,000 or 
which are less than 15 miles in length. 
The rate is 244% and the base is intra- 
state receipts only. No attempt is made, 
with one minor exception, to reach 
earnings from interstate commerce; 
hence the revenue produced by the tax 
has not been great. Assessment and 
collection are by the state tax commis- 
sion!*, This tax is but one of a general 
system of license taxes embracing prac- 
tically all businesses in Alabama. The 
franchise or capital stock tax is levied 
at the rate of one mill on the par value 
of the outstanding capital stock of 
domestic corporations; and at the same 
rate on the actual amount of capital 
employed in the state, in the case of 
foreign corporations. Capital employed 
in the state includes the par value of 
securities issued on account of operating 
properties located entirely in Alabama 
and a mileage proportion of the securi- 
ties representing operating property lo- 
cated partly within and partly without 
the state. The exact method of ear- 
marking the two classes of securities is 
not reported. Administration is by the 
state tax commission. The inspection 
fee, administered by the Alabama Public 
Service Commission, is a small charge 
levied upon intrastate gross receipts, 
for the purpose of supporting the trans- 
portation bureau. The rate varies ac- 
cording to the amount of the receipts, 
with the proviso that the fee shall not 


18 The measure of the tax is gross receipts for the 
preceding calendar year. 
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be less than $25 nor more than $3,000 
in any one year. The corporation permit 
fee, administered by the state tax com- 
mission, is a nominal graduated charge 
for annual permits. Like the franchise 
tax, it is based upon capital employed 
in Alabama by both domestic and foreign 
corporations. 

The Florida state license tax, ad- 
ministered by the comptroller, stands 
as originally passed. It is based upon 
miles of track, although prior to 1931 
double track, for some reason, was not 
considered. The rate is $10 per mile. 
The proceeds are divided equally be- 
tween the counties and the state. The 
city licenses are, of course, locally ad- 
ministered and bear graduated rates 
varying from $10 to $250, according to 
population as determined by the latest 
official census. Some of the municipali- 
ties, however, levy licenses under special 
charter provisions. 

Georgia’s net income tax is admin- 
istered by the state tax commissioner 
and is levied upon the net income from 
property owned or business done in the 
state, at the rate of 4%.'° Interest, rents, 
and gains from the sale of capital assets 
not received in the regular course of 
business, but derived from sources within 
the state, are allocated entirely to 
Georgia. This applies to all roads, re- 
gardless of whether they do or do not 
operate entirely within the state. With 
regard to business income there is, 
however, a distinction.” If a railroad 
operates entirely within the state, the 
tax is imposed upon the whole of the 
net business income. But if it operates 
partly within and partly without the 
state, as is usually the case, taxable 
income is an apportioned part of the 
net income as shown under the classifi- 
cation of accounts prescribed by the 


19 State of Georgia, Income Tax Act of 1937, pp. 2, 28. 
20 See Corporation Income Tax Return. 


Interstate Commerce Commission. In- 
terest and rents received in connection 
with business in the state and gains from 
the sale of capital assets located in the 
state are separately determined and 
allocated entirely to Georgia. The 
balance of the business income of the 
interstate road is then apportionable 
under rules and regulations to be pro- 
mulgated by the commissioner. And 
these the commissioner has not yet 
formulated. The matter has been left 
to the roads themselves. The commis- 
sioner has access to the reports of the 
companies to the public service com- 
mission, but he has not had occasion 
to resort to them.24 Throughout the 
last few years, of course, there has been 
little net income to tax. In auditing the 
income tax returns for the state, the 
commissioner is also given the right to 
examine the returns made to the Federal 
Government. The corporation license 
tax, administered by the comptroller, 
is based upon the par value of the issued 
capital stock of domestic corporations; 
and in the case of foreign corporations 
upon the capital stock and surplus em- 
ployed in the state. * Foreign corpora- 
tions are deemed to employ in the state 
that proportion of their entire outstand- 
ing issued capital stock and surplus 
which is represented by the ratio of 
their property and assets in the state to 
all their property wherever situated, 
or by the ratio of the volume of business 
done in the state to the total volume of 
business done by the corporations. The 


‘rate is $10 when the capital stock (or 


capital stock and surplus in the case 
of foreign corporations) does not exceed 
$10,000, and gradually increases to 
$5,000 when the capital stock is over 
$22,000,000. 


21 Letter from the state revenue commission. 
2 State of Georgia, General Tax Act, 1927, as amended 


. in 1929 and 1931, pp. 14 -21. 
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The franchise tax in North Carolina 
is administered by the commissioner of 
revenue and is calculated at the rate of 
9/1) of 1% upon the same base as the ad 
valorem tax, i. e., the assessed value of 
all railroad property located in or appor- 
tioned to the state. The companies 
file with the commissioner a copy of the 
return made to the state board of assess- 
ment for purposes of the ad valorem tax, 
from which return (or, if necessary, from 
other sources) the commissioner ascer- 
tains the base for the franchise tax. It 
is specifically stated, probably for con- 
stitutional reasons, that the tax is not 
intended as a burden on interstate 
commerce; and all local licenses on 
business taxed under the act are pro- 
hibited. The net income tax, also ad- 
ministered by the commissioner of rev- 
enue, is levied at the rate of 6% upon 
the net income of corporations in general, 
including railroads.** Taxable income 


for corporations generally is defined in 
a manner similar to the federal law, 
but for railroads there is a special defi- 
nition. Those operating wholly within 
the state are taxed upon the “net 
revenue from operations” as determined 
from their annual reports to the Inter- 


state Commerce Commission. ‘Net 
revenue from operations” is the figure 
given in the reports for net revenue from 
railway operations, increased or de- 
creased to the extent of any debit or 
credit balance paid or received, as the 
case may be, on account of car or loco- 
motive hire. Railroads whose business 
is in part within and in part without 
the state are taxed upon the net income 
within the state as ascertained by taking 
the gross operating revenues within the 
state, including the “‘equal mileage pro- 
portion within the state” of the inter- 
state business, and deducting from said 


% Revenue Act, 1933, Pp. 71-72. 
4 Ibid., p. 86. The constitutional limit is 6%. 


gross operating revenue “the propor- 
tionate average of operating expenses” 
for the whole business. The words 
“equal mileage proportion within the 
state” mean the proportion of the 
revenue from interstate business repre- 
sented by the ratio of the distance of 
movement in the state to the total dis- 
tance of movement. The companies are 
directed to keep their accounts in such 
a manner as to show for each transaction 
involving interstate commerce the cor- 
rect amount of the charge for service 
allocable to the state as_ indicated 
above. The expression “proportionate 
average of operating expenses’ refers 
to the system operating ratio. 

As the law reads, the procedure for 
calculating the tax seems complex, but 
it is in reality simple. If the business of 
the railroad is wholly within the state, 
the net revenue from railway operations, 
as reported to the Interstate Commerce 
Commission, is adjusted as indicated 
above for car or locomotive hire, also 
reported to the Commission, and the 
result is multiplied by 6%. Where the 
railroad operates both within and with- 
out North Carolina, the gross revenue 
for the state, as shown by the company 
report,” is multiplied by the operating 
ratio, also to be found in the federal 
report; the result is then adjusted on a 
proportionate mileage basis for car and 
locomotive hire, and the 6% rate 1s 
applied. 

South Carolina’s net income tax, 
administered by the tax commission, 
equals 4%% of the net taxable income 
defined in a manner similar to that 
already explained for North Carolina.” 
The principal difference between the 
two methods seems to be that no adjust- 
ment is made for car and locomotive hire 


% This figure would be available in the annual reports 
of the roads to the corporation commission of the state. 


6 South Carolina, Income Tax Act of 1926, pp. 41, 44- 
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in South Carolina. This tax, of course, 
applies to corporations generally; not 
merely to railroads. The basis for de- 
termining taxable income, however, is 
different for public utilities. Of special 
interest is the three-mill special license 
tax, based upon the “‘true value” of the 
property owned and used within the 
state.2”. Unlike the franchise tax of 
North Carolina which is levied upon the 
same assessment as the ad valorem tax, 
this tax is levied by the commission 
upon the property tax assessment in- 
creased to 100%. The valuation for the 
property tax is 42% of the estimated 
true value. It is not necessary to equal- 
ize the assessment for the special license 
tax; hence the full value of the property 
is taken. The other South Carolina 
taxes require but brief comment. The 
gross receipts tax, also administered by 
the tax commission, is a charge of three 
mills on the gross receipts from business 
done in South Carolina, as determined 


from special reports made by the com- 


panies to the commission.”®* Although 
the law definitely specifies receipts from 
“business done in South Carolina,” the 
receipts taxed are found by multiplying 
the entire gross earnings of the company 
by the ratio of the miles of line operated 


in South Carolina to the total miles 


of line operated. The municipal license 
taxes vary from $10 in the smallest 
places to a maximum of $2,000 in the 
largest places.”® 

The Virginia gross receipts tax is 
regarded as a tax on the franchise, and 
is in lieu of all taxes whatsoever upon 
the franchise or capital stock. It is a 
state tax assessed by the corporation 
commission at the rate of 1%% upon 
the gross receipts, as apportioned to 
Virginia, on a_ mileage-of-road basis. 
In the case of a road operated wholly 


"" Code of Laws of South Carolina, sec. 2690-A (1932). 
°8 Tbid., sec. 2685. 


within the state, whose actual operating 
expenses exceed its gross transportation 
receipts, the rate is 13 /16%. In apportion- 
ing the receipts, the average gross trans- 
portation receipts per mile of line oper- 
ated over the entire system are computed 
and the result is multiplied by the num- 
ber of miles operated within the state. 
From the sum so ascertained there may 
be deducted, however, such reasonable 
amount as may arise because of any 
excess of value of the terminal facilities 
or other similar advantages situated 
in other states over similar facilities or 
advantages situated in Virginia. The 
annual registration fee, also admin- 
istered by the corporation commission, 
varies from $5 to $25, according to the 
amount of the authorized capital stock 
as of the first day of each year. 

The diversity in methods of taxation 
in the Southeast is equally, if not more, 
striking in the administration of the 
property tax than in the levy of business 
taxes. Although the railroads are now 
centrally assessed in all the states, there 
is variation, among several things, with 
respect to the type of assessing body, 
the kind of property assessed by the 
state, the unitary treatment of the 
properties, the bases of valuation and 
apportionment, and the provisions for 
equalization. Assessment is by the 
comptroller in Florida and Georgia; by 
the tax commission in Alabama and 
South Carolina; by the state board of 
assessment in North Carolina; and by 
the corporation commission in Virginia. 
Operating property only is centrally 
assessed in Florida, North Carolina, 
and South Carolina; both operating and 
non-operating in the other states. The 
property tax in North Carolina is a 
local tax, even though centrally assessed ; 
and in Virginia only intangible property 
(except the franchise, which is not 


29 Statutes of South Carolina, 1920, no. 504. 
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assessed) and rolling stock are taxable 
by the state. Alabama and Georgia are 
the only two states which assess the 
franchise, although North Carolina may 
reach the franchise through her unit 
assessments. 

True unitary assessment of the rail- 
roads as going concerns is found only 
in North Carolina. There the assessed 
value is determined by capitalizing at 
the rate of 5.75% the four-year average 
of the net railway operating income 
attributable to the state. Since the 
railroads do not report their net railway 
operating income by states, it is assumed 
that North Carolina’s share of the sys- 
tem net railway operating income is in 
proportion to her share of the net 
revenue from railway operations, which 
is reported by states. The five other 
states attempt to value the railroads 
in a more or less piecemeal fashion. 
They value as a unit only the rolling 
stock or, where assessable, the franchise. 

Property is usually allocated on a 
mileage basis. In Alabama state appor- 
tionment of track and similar property 
is according to situs; rolling stock and 
materials are assessed as units and 
assigned in proportion to miles of line 
in the state; and intangible property 
is either reported separately for the state 
or valued as a unit and apportioned on 
the basis of miles of line or of gross 
income. Tangible property is appor- 
tioned locally according to miles of line 
and situs; intangible property either on 
the same basis or according to car 
mileage. Florida assesses fixed property 
as located, and allocates rolling stock 
and other property to the state on the 
basis of line mileage and to the localities 
in proportion to track mileage. In 
Georgia an assessment is placed upon 
the average mile of track and roadbed in 
the state, according to its nature, and 
the assessed value for the state is the 
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product of the number of miles and the 
average. Personal property other than 
franchise is assessed to the extent that 
it is actually located in the state, and 
both the franchise and the rolling stock 
are given unit values and apportioned 
to the state on a line mileage basis. 
Local apportionment is according to the 
ratio of the value of “located” property 
to the total assessed value of all railroad 
property in the state. The basis for 
state apportionment in North Carolina 
has already been indicated. Local 
allocation is based upon mileage and 
investment in tangible property. Appor- 
tionment in South Carolina, state and 
local, is according to mileage and situs. 
Virginia attempts to secure a more 
exact allocation. Roadbed and track 
and other tangible property except roll- 
ing stock are assigned to the state as 
located. Rolling stock is allocated on 
varying bases, according to kind. Loco- 
motives are assigned entirely to the 
state if used for intrastate runs, and are 
apportioned on a mileage-of-run basis 
if used for interstate purposes. Passen- 
ger and freight cars are allocated to the 
state on a car-mileage basis; work cars 
on an all track-mileage basis. Taxable 
intangible property is apportioned ac- 
cording to the miles of road in Virginia. 
There is no problem of apportioning 
railroad property to the localities, for 
they tax only tangible property with a 
fixed situs. 

While all the states are required by 
law to assess railroad property according 
to market or cash value, the bases of 
valuation actually followed vary widely. 
Alabama values track, right-of-way, 
buildings, and the like on the basis of 
adjusted 1916 book figures. Rolling 
stock is assessed at cost of reproduction 
less depreciation, and materials and 
supplies are taken at inventory costs, 
as reported by the companies. For this 
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purpose, rough estimates are made of 
the amounts ordinarily on hand. In- 
tangible property is usually valued by 
capitalizing at the rate of 8% the five- 
year average of net income earned in 
Alabama. None of these bases, however, 
is followed rigidly; personal judgment 
plays a considerable part. All property 
is assessed at 60% of estimated full 
value—an equalization ratio decided 
upon more than a decade ago. 

Florida assesses railroad property at 
30% of estimated market value, in 
accordance with a compromise made in 
1927 with the railroad companies. In 
estimating the original values, the values 
reported by the companies are some- 
times accepted, sometimes rejected. In 
case the returns are judged incomplete 
or incorrect, the comptroller, with the 
assistance of the attorney general and 
state treasurer, determines taxable value 
from data given in the return or from 
information gathered by an assessment 
engineer.*° No definite valuation for- 
mula is followed. At times, asin the case 
of the recently reduced assessments 
made necessary by the depression, earn- 
ing power is given weight, and cost of 
reproduction less depreciation is con- 
sidered; but for the most part book 
values as reported by the roads are 
accepted. In allowing for depreciation, 
the comptroller follows his own formula, 
which was worked out in 1915. Georgia, 
like Florida, usually accepts the valua- 
tions returned by the companies, with 
adjustments according to the revenue 
needs of the state and, of course, for 
purposes of equalization. Track and 
rolling stock are reported on the basis 
of unit valuations arrived at by com- 
promise some years ago; personal prop- 
erty is given in at 60% of market value; 
and the franchise is valued by capitaliz- 


30The assessment engineer has recently been dis- 
missed. ; 


ing at the rate of 8% each year’s net 
railway operating income earned in 
Georgia. The comptroller’s office makes 
no thoroughgoing check or audit of the 
company reports. The method of valua- 
tion in North Carolina has been out- 
lined above. 

Railroad property is assessed in South 
Carolina at 42% of estimated true value 
—an equalization ratio adopted in 1915, 
after a study of bank assessments. The 
basis for finding true value is indefinite; 
a matter primarily of compromise and 
guesswork. Neither cost nor earnings 
are given definite weight. Virginia 
assesses all real and tangible personal 
property at 60% of estimated market 
value; intangible property at full value. 
This ratio was adopted in 1926, after 
an investigation concerning the extent 
of underassessment of property in gen- 
eral in Virginia. In estimating true 
value, no one criterion is followed. Land 
is generally given the value found by 
the Bureau of Valuation of the Inter- 
state Commerce Commission. Track, 
structures, and the like are valued on 
the basis of cost of reproduction new 
less depreciation. Values reported as 
of valuation date by the Interstate 
Commerce Commission are adjusted 
upward by about 30% for price changes; 
additions and betterments, depreciated 
by about 20%, are added; and the result- 
ing figures are taken as the upper limit 
for tax purposes. The actual 100% 
assessed value is set some 10% below 
this limit. Rolling stock is also valued on 
the basis of cost of reproduction new 
less depreciation, but Interstate Com- 
merce Commission figures are not fol- 
lowed. A formula is used, as agreed 
upon by the companies and the corpora- 
tion commission. 

Equipment purchased prior to 1917 
is given a value equal to the sum of the 
original cost appreciated by 40% (to 
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allow for price changes) and the addi- 
tions and betterments depreciated at 
the rate of 3% per year from date of 
purchase. Equipment purchased subse- 
quent to 1917 is valued at the actual 
original cost less the 3% annual depre- 
ciation charge. Materials and supplies 
are valued on the basis of book figures. 

Some provision is made for valuation 
hearings in all the states: before bipartite 
boards in Alabama and Georgia; before 
tax boards in the other states. As to rates, 
contrary to the practice in certain parts 
of the country, all the states apply actual 
rather than average property tax rates. 

The influence of the varying valuation 
practice is shown in Table III. It is 
evident, according to the available bases 
of comparison, that the railroads in the 
Southeast are not assessed at full value.*! 
In 1931 the assessed value was about 


31 The shortcomings of these bases of comparison as 
measures of market value are, of course, recognized. 

2 Value for purposes of rates in 1931 may be esti- 
mated to be $2,041,460,000. This figure is found by 
taking 98.5% of the book value in 1931. The value for 
rate-making in 1931 for the roads in the Southern 
Group, as found by the Bureau of Railway Economics 
in I. C. C. Docket 26,000 (1933), was 98.5% of the 
book value of the road and equipment for the same 
group. In using this percentage we assume, of course, 
that it would be approximately the same for the roads 
in the Southeast as for the roads in the Southern Group. 
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37% of book value, 51% of going- 
concern value, and 37% of estimated 
value for rate-making purposes.” In 
1931 the ratios of assessed to book value 
varied from 15.2 in Florida to 62.8 in 
North Carolina; the ratios of assessed 
to going-concern value from 31.8 in 
Virginia to 96.2 in North Carolina. The 
ratio of the assessed both to the book 
and to the rate-making value was higher 
in I921 than in 1931. The percentages 
in 1921 were respectively 41 and 42.* 
Book values, of course, do not fluctuate 
in close harmony with price cycles, and 
assessments tend to remain relatively 
fixed except in times of stress. The rising 
ratio of assessed to going-concern value 
since 1929 is clearly traceable to the 
more rapid decrease of net earnings than 
of assessments. Going-concern value has 
fallen much more than assessed value. 
Recent valuation data for the railways of the Southeast 
were not available. Figures reported by the Bureau 
of Railway Economics were based upon values found 
by the Interstate Commerce Commission in 58 I. C. C. 
229 (1920). The Bureau’s values for 1931 were found 
by adding to the I. C. C. primary values the net increase 
in book values, less increase in accrued depreciation, 
plus an allowance for working capital. The difference 
between these adjusted values and book values is 
comparatively slight. 

33 Rate-making values were not computed for each 
state separately, because of question as to the validity 
of the assumptions which would have been necessary. 
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TaB_e III. Assessep VaLuE, Book VatuE, Gotnc-ConcerN VALUE, AND RarTio oF THE First 
IN THE SOUTHEAST, 








Book Value (b) 


Assessed Value (a) 
(In Thousands) 


Jurisdiction (In Thousands) 





1932 1921 1929 1930 1931 





1921 | 1929 1930 1931 


Alabama $109,644 | $124,772 | $123,885 | $124,107 | $119,696 | $291,846 | $359,480 | $359,699 | $354,829 
Florida...... oes 64,140 58,124 55,207 39,264 220,215 362,303 363,752 360, 872 
Geor ; .* 118,310 117,464 115,356 99,470 334,581 413,246 410,012 407,829 
North Carolina........ . 219,055 207,896 197,317 272,575 333,767 332,536 330, 582 
South Carolina 46,327 45,160 40,051 184,759 224,904 226,638 225,050 
Virginia ° 210,650 | 217,615 194,985 314,469 378,930 393,117 393,386 








Southeast 783,254 780, 842 765,341 690,783 | 1,618,445 | 2,072,630 | 2,085,754 | 2,072,548 




















(a) Reported by the auditor in Alabama; the comptroller in Florida; the comptroller in Georgia; the commissioner of revenue and the state 
board of assessment in North Carolina; the tax commission in South Carolina; and the corporation commission in Virginia. Figures for assess 
ments in Georgia are those reported by the comptroller for the state; in North Carolina those reported under total valuation; and in Virginia 
those for local purposes plus state assessments of rolling stock, intangible personal property, and money on deposit. The figures to be taken in 
the other states are clearly indicated by the reports. It was not thought necessary to include other years. Those given show conditions at the 
beginning and end of the period and during the depression. : 

_ (b) Investment in road and equipment (including improvements on leased property) plus cash, materials, and supplies, less accrued deprecia- 
tion, as reported by the Interstate Commerce Commission, allocated on the basis of miles of road. Non-operating subsidiaries, i. e., companies 
classified by the Commission as “L”’ and “‘P”, are included if so listed in the respective years in Statistics of Railways. Information on inter 
corporate relations was not available for 1932. Where the state reports did not list separately the subsidiaries, it was assumed that their assess- 
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Five of the states, of course, as we 
have seen, do not attempt to assess the 
railroads at full taxable value; but the 
inadequacy of valuation practice in the 
Southeast is evident even after the 
assessed values are adjusted according 
to the different equalization ratios. 
There is not only failure to attain full 
value, but striking inequalities also exist 
both as between the states and as be- 
tween the railways. Table IV indicates 
the value to which tax rates would have 
been applied in the different states in 
1931 had there been full assessment, and 
the ratios of these adjusted values to 
book and going-concern values. In the 
absence of further information, we 
assume, for purposes of discussion, that 
the adjusted values represent each state’s 
estimate of the full market value of the 
property of Class I railways taxable 
therein. Every assessing body is re- 
quired by law to determine for tax 
purposes the true market value of all 
property. 

The estimated full taxable value of 
railroad property in the Southeast is 
nearer book and going-concern values 
than is the assessed value, as would be 
expected; but the inequalities in the 
taxable values are about as great as in 


Taste IV. Taxasie VALUE BEFORE ADJUSTMENT FOR 
Purposes OF EQUALIZATION AND THE RATIO OF 
THIS VALUE TO Book AND Goinc-CoNncERN 
Va.ues, Cxiass I Steam Raitways OPeEr- 

ATING IN THE SOUTHEAST, BY STATES 
IN THE SOUTHEAST, 1931 








Ratio of Assessed 
to Book and 
Going-Concern 
Values 


Taxable Value 
Before Adjust- 





Jurisdiction 3 
Book | Going- 


Concern 


ment 
(InThousands) * 





$206 , 845 
184,023 
136, 889 
207 , 896 
107, 524 
511,394 
1,354,571 
(a) These “gures are found by adjusting the assessed values 
reported in .'able III according to the percentages given on 
p. 71. Personal property was about 28% of all property in 

Georgia; intangible about 10% of all in Virginia. 


58.2 
50.9 
33-5 
62.8 
47-7 
129.9 
65.3 


114.1 
164.5 
69.7 
96.2 
86.3 
74-9 
89.5 


North Carolina.... 

South Carolina... . 

Virginia. . 
Southeast 














the case of the assessed values. The full 
taxable value for all the states in 1931 
was 65.3% of book value; 89.5% of 
going-concern value; and 66.3% of value 
for rate-making. The percentages on a 
book basis varied from 33.5 in Georgia 
to 129.9 in Virginia; on a going-concern 
basis from 69.7 in Georgia to 164.5 in 
Florida. Virginia makes the best show- 
ing according to book figures; North 
Carolina according to earnings. These 
are the states which employ the most 
definite bases of valuation. Florida and 


to EacH oF THE Last Two, Crass I Steam Raitways OPERATING IN THE SOUTHEAST, BY STATES 
1921, 1929-1932. 











Going-Concern Value (c) 
In Thousands) 


Assessed to Assessed to 
Book Value Going-Concern Value 





1929 


1930 1931 1932 1921 


1929 1930 1931 





$265,749 


1,990,141 


(c) The five- 
and 
were not given because of lack of accurate and compa: 
penses by states to the various state bodies: the pu 

ommission in Georgia; the corporation commission 
mission in Virginia. The bases of allocation vary 
or less typical are the rules of the Atlantic Coast Li 


$231,680 
151,215 
257,939 
258,264 
157,360 
766,527 
1,822,985 


$181,283 
111,839 
196,211 
215,996 
124,552 
682,214 
1,512,095 


$131,314 37-5 
18.1 
29.7 
82.3 
24.3 
47.0 
41.1 


186,543 
299,696 
287,712 
178,316 
772,125 











1,254,337 








34-9 
15.2 
28.2 
62.8 
20.0 
55-3 
36.9 


34-7 
17.7 
28.6 
65.6 
20.5 
55-5 
37-7 


34-4 
15.9 
28.6 
65.8 
20.5 
54-9 
37-4 























ments were included in those for the operating companies. 
year average of the net railway operating income, as reported by the Interstate CommerceCommission, capitalized at 5.757% 
allocated on the basis of the ratio of the net revenue from railway operations in each state to the system net revenue. Figures for 1921 
rable data during the war period. The railroads report their operating revenues and ex- 
slic service commission in Alabama; the railroad commission in Florida; the public service 
in North Carolina; the railroad commission in South Carolina; and the corporation com- 
among the companies, but the general practice is to allocate on a mileage basis. More 
I u } p erating revenues by dividing the amount accrued from each ship- 
ment, passenger, etc., in proportion to the mileage traversed in the state. Operating expenses are assigned to each state on the basis of system 
operating ratios, freight and passenger, applied to the operating revenues, freight and passenger, accruing to each state. 


ne. It apportions the o} 
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Georgia, where there is ex-officio assess- the depression. But the rapidly rising 
ment largely on the basis of compromise ratio of assessed to going-concern value 
and rough estimate, have the poorest indicates too little consideration. 
records. But South Carolina, also with The inequalities in assessment among 
more or less indefinite assessment crite- the individual carriers may be shown by 
ria, is not far behind. comparing the assessments of the 14 
Although there is no one accepted Class I railways operating entirely in 
standard by which to judge the market the Southeast (Table V). By selecting 
value of railroad property, within lim- these roads a more accurate picture is 
its earning power is without doubt the given of the situation in the Southeast, 
best single criterion. On this basis North for it is not necessary to apportion the 
Carolina is the only state to show up property. Moreover, from the stand- 
reasonably well. The evidence implies point of the individual railroad, the as- 
that earnings have been given relatively sessment of all its property as compared 
little weight in the rest of the South- with that of its rivals constitutes the 
east. The fairly constant relationship most significant competitive fact. In- 
which existed between assessed value equalities as between carriers within a 
and book value at the beginning of the given state are, of course, highly im- 
period and during the depression years portant, particularly from the point of 
in the other five states suggests that view of equalization. The states equal- 
book value has had, in practice, the ize more largely upon the basis of com- 
greatest influence. This is attributable, parison of properties within their own 
in part at least, to the fact that the val-_ borders than upon consideration of val- 
ues returned by the companies are uations in other states. Variations in 


based upon book figures. These values individual assessment ratios within each 
are in large part accepted by the as- state are not, therefore, as great as in 
sessing bodies. Diminishing revenues, those applicable to single carriers oper- 
of course, have forced the states to give ating in several states. The former are 
some thought to earning power during marked, however, as can be seen by 


TasLe V. AssesseD VALUE, Book VALUE, GoInc-CoNncERN VALUE, AND RaTIo oF THE 
SouTHEAST, 








Assessed Value Book Value 
Railway (a) (In Thousands) (In Thousands) (b) 





1930 1929 1930 


$ 4,304 $ 5,084 
5,591 24,177 
125,423 265,820 
41,360 98,006 
3,201 11,180 
14,050 112,871 
2,543 21,753 
3,646 
6,478 
23,092 
1,959 
11,850 
81,315 
4,710 4,710 ’ 
292,477 334.541 329,522 316,373 277,026 704,542 934,575 922,330 
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(a) The abbreviations in this column represent the following railroads in order: Atlanta and West Point; Atlanta, Birmingham and Coast: 
Atlantic Coast Line; Central of Georgia; Charleston and Western Carolina; Florida East Coast; Georgia and Florida; rgia Railroad, 
te) ization; Georgia, Southern and Florida; Norfolk Southern; Northern Alabama; Richmond, Fredericksburg and Potomac; Sea- 

board Air Line; and Western Railway of Alabama. ; 
(b) Inasmuch as the entire systems are here included, figures reported by the Interstate Commerce Commission may be used without adjust- 


ment. 1921 and | 
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comparing the assessment ratios of 
roads operating entirely within a single 
state with the averages for that state. 

As Table V indicates, inequalities as 
between individual railways are much 
greater than those among the different 
states. In 1931 the ratios of assessed to 
book value varied from 10.8 in the case 
of the Georgia and Florida to 84.9 for 
the Atlanta and West Point; the ratios 
of assessed to going-concern value from 
23.8 in the case of the Georgia to 139.5 
for the Georgia and Florida and 168.3 
for the Atlanta and West Point. These 
are comparatively weak roads; but the 
variations as between the stronger car- 
riers, such as the Atlantic Coast Line, 
the Central of Georgia, and the Rich- 
mond, Fredericksburg and Potomac are 
also pronounced. 

The variations within single states 
appear upon comparison of the ratios in 
Table V for intrastate roads with the 
average state ratios shown in Table III. 
The Northern Alabama and the Western 
Railway of Alabama operate entirely in 
Alabama; the Florida East Coast in 
Florida; the Georgia in Georgia; and the 
Richmond, Fredericksburg and Potomac 
in Virginia.*4 No Class I railways oper- 


ate wholly within North Carolina. The 
1931 book value ratio of the Northern 
Alabama was 38.3 as contrasted to a 
state ratio of 34.9; the going-concern 
ratio was 118.2 as compared with a state 
ratio of 68.4. The reader can see for 
himself the inequalities existing in the 
case of the other carriers which are con- 
fined to single states. Inequalities within 
each state could, of course, also be 
brought out by allocating the properties 
of individual roads, but sufficient data 
have been given to make it clear that 
variations in the assessments of such 
railways are great. 

With regard to the whole matter of 
assessment, probably the most impor- 
tant question is the relation of railroad 
assessments to those of other property. 
The ratio of assessed to book value or to 
any other value is of much less moment, 
provided there is equality of burden. 
This question, which will be considered 
under the next heading, together with 
the conclusions of the study will be pre- 
sented in the next issue of the Yournal. 


34 This statement ignores a minor part of the Rich- 
mond, Fredericksburg and Potomac, which is in the 
District of Columbia. 


First To Eacw oF THE Last Two, Crass I Stream Rattways OPERATING ONLY IN THE 
1921, 1929-1932. 














Going-Concern Value 
(In Thousands) (b) 


Book Value 


Assessed to 
Going-Concern Value 





1930 1931 1932 


1930 1929 1930 1931 





$ 200 
Deficit 
121,277 


$ 2,547 


$ 4,065 
Deficit 


Deficit 
201,280 
82,196 
8,412 
34,311 
2,821 
17,459 
9,080 
24,643 


76.5 105.8 
Deficit Deficit 
50.4 62. 
46. 50. 
32 38. 
32 40. 
9g! 
19. 


84. 
23 
47 
42 
28. 
12. 
II. 
23 
41 
63 
36 
37 
28 
62.3 
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(ec) Assessments for the Atlantic Coast Line as reported by the tax commission of South Carolina include those for the Charleston and Western 
Carolina; hence it was necessary to deduct the latter from the former in South Carolina. 

d) Because of lack of data for 1921 and 1929 it was necessary in the case of certain subsidiaries of the Georgia to use 1931 assessments for 
1921 and 1930 assessments for 1929. The amounts involved would be so small as to have practically no effect upon the ratios. 
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Value of the Service and Public Utility Rates: 


Two Case Studies 
By CLYDE OLIN FISHER 


HE impact of the economic de- 
pression in the United States has 
given renewed emphasis to the 
value of the service performed as a 
measure in public utility rate-making. 
Strangely enough, representatives of the 
public have not utilized to the full degree 
possible the pronouncements of the 
United States Supreme Court as to the 
significance of value of the service in 
establishing rate schedules for public 
utilities during these depression years. 
The following discussion is based upon 
evidence presented to the Public Utilities 
Commission of Connecticut in two rate 
cases in which the writer testified in 
support of patrons of the companies. 
The testimony in the first of these 
cases involved litigation between the 
Portland Water Company and the Town 
of Portland before the Public Utilities 
Commission on February 6, 1934.1 The 
second case was that between the Anso- 
nia Water Company and the City of 
Ansonia, the economic testimony in 
which was given before the Commission 
on March 19, 1934.2 While this evidence 
involved a number of considerations, 
particularly the presentation of data in 
line with the pronouncements of the 
United States Supreme Court in Blue- 
field Water Works v. Public Service 
Commission® and in Los Angeles Gas 
and Electric Corporation v. Railroad 
Commission of California,‘ this article 
is limited to a consideration of the value 
of the service as reflected in the rates to 
be prescribed. 


1 Reported in Document No. 5994, decided April 
16, 1934. ; , ; 

? The decision of the Commission having been given 
under Document No. 5973 on July 10, 1934. 


The Supreme Court on Value 
of the Service 


So far as the present writer is informed, 
the United States Supreme Court in 
1896 mentioned for the first time the 
value of the service rendered by a 
company as an element to be taken into 
account in prescribing rates. Mr. Justice 
Harlan, speaking for the Court, in 
Covington and Lexington Turn Pike Road 
Company v. Sanford said: 


“If a corporation cannot maintain such 
a highway and earn dividends for stock- 
holders, it is a misfortune for it and them 
which the court does not require to be rem- 
edied by imposing unjust burdens upon the 
public. So that the right of the public to 
use the plaintiff’s turn pike upon payment of 
such tolls as, in view of the nature of the 
value of the service rendered by the company, 
are reasonable, is an element in the general 
inquiry whether the rates established by law 
are unjust and unreasonable.”® 


It is significant that this pronouncement 
of the United States Supreme Court 
was made in the year 1896, before the 
restoration of prosperity following upon 
the depression of 1893. 

In a second case, arising in this same 
period, the Court renewed emphasis 
upon value of the service as a factor in 
rate-making. A law passed by the State 
of Nebraska in 1893 to regulate railroad 
rates came before the United States 
Supreme Court for adjudication. This 
law was enacted at a time when shippers 
in the State had suffered a serious cur- 
tailment in their income and when busi- 
ness was suffering the pangs of a major 


3 262 U. S. 679, 692 (1923). 
4289 U. S. 287 (1933). 
5 164 U.S. 578 at 597 (1896). 
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depression. Mr. Justice Harlan, again 
speaking for the Court, said in Smyth v. 
Ames: 


“What the company is entitled to ask is a 
fair return upon the value of that which it 
employs for the public convenience: On the 
other hand, what the public is entitled to 
demand is that no more be exacted from it 
for the uses of the public highway than the 
services rendered by it are reasonably worth.”® 


A third case decided by the United 
States Supreme Court, and embodying 
a consideration of value of the service 
was San Diego Land and Town Company 
v. National City.” Here the Court re- 
fused to approve as fair rates based 
exclusively upon cost and a return to 
the company; at page 757 it said: 

“The basis of calculation suggested by 
the appellant [historical cost] is, however, 
defective in not requiring the real value of 
the property and the fair value in themselves 


of the services rendered to be taken into con- 
sideration.” 


That the position of the United States 
Supreme Court was consistent is re- 
flected by comments in Cotting v. God- 
dard.* The Court declared unconstitu- 
tional and discriminatory an act.of 1897 
passed by Kansas to establish charges 
made by the stockyards. At page 97 
the Court said: 


“The question is always not, what does 
he make as the appropriate profits? But, 
what is the value of the services which he 
renders to the one seeking and receiving such 
services?” 


After a lapse of 16 years, in Darnell 
v. Edwards,°® the United States Supreme 
Court again referred to the value of the 
service in passing upon rates which had 
been fixed by statute in the State of 
Mississippi. At page 570 the Court said: 


®169 U. S. 464 at 547 (1898). 
7174 U. S. 739 (1899). 

§ 183 U.S. 79 (1901). 

9244 U. S. 564 (1917). 


“The circumstances that a road may have 
been unwisely built in a locality where there 
is not sufficient business to sustain it, may be 
taken into account. And the nature of the 
value of the service rendered by the company 
to the public are matters to be considered.” 


The most recent recognition by the 
United States Supreme Court of value of 
the service in public utility rate regula- 
tions, so far as the writer is informed, 
came in 1921 in Vandalia Railroad Com- 
pany v. Schnull.© In reversing a de- 
cision of the Indiana Supreme Court, 
the United States Supreme Court said 
at page IIg: 

“A railroad is a private property, and as 
such, a rate may be fixed for its use; but it 
is private property devoted to a public 
service, and as such it is subject to the power 
of the state to see and require that the rate 
fixed be just and reasonable—one that, 
while it will yield a revenue to the railroad, 
will be proportioned to that which should 
be charged to the public.” 


A review of the cases mentioned 
above, to say nothing of numerous de- 
cisions by state courts, would seem to 
support the contention that public 
utility commissions in prescribing rates 
must take into consideration not only 
the rate of return to be earned by the 
utility, but the value to the patron of 
the service rendered by such utility. 
Now we are in the midst of a major de- 
pression. This depression Chief Justice 
Hughes characterized as follows: “It 
is the outstanding contemporary fact 
dominating thought and action through- 
out the country” and represents “a new 
economic level.” It is difficult to under- 
stand why so little emphasis has been 
given to the value of the service in 
recent rate litigation. It seems to the 
writer that judicial opinion is in support 
of the contention that, irrespective of 


Wo55 U.S. 113. 
" Atchison, Topeka & Santa Fe Rwy. Co. v. United 
States, 284 U. S. 248 (1931). 





/ 


the rate of return earned by a utility 
company, the value of the service ren- 
dered is the upper limit beyond which 
the rate schedule cannot be supported. 
In the light of this contention, attention 
is directed to the factual bases in the 
two cases of litigation examined below. 


Implications of the Value 
of the Service 


No doubt, what constitutes the value 
of service rendered by a public utility 
company is a matter on which there may 
well be difference of opinion. The 
evidence presented below is built upon 
the assumption that if, during a period 
of major depression, a public utility 
corporation continues to collect from 
its patrons a sum of money approxi- 
mately constant in spite of the decreased 
purchasing power of such customers, the 
utility is charging a price in excess of 
the value of the service rendered. This 
does not mean that during a depression 
a utility company should collect no 
larger portion of the consumers’ dollar 
than in normal periods. In the very 
nature of the case, some margin of 
flexibility must be tolerated. What it 
does indicate is that there is a limit of 
“reasonableness” to which this enlarged 
portion may be allowed. A difference in 
degree, if only large enough, becomes 
substantively a difference in kind. At 
any rate, a doubling or a trebling of the 
portion of purchasing power which goes 
to the utility is a factor that should 
be taken into account by commissions 
in prescribing rates. There is no good 
reason why a utility, operating under 
the protection of a monopoly grant, 

12 See in this connection an article by Mr. Henry 
C. Spurr on “The $500 House Telephone” in Pudlic 
Utilities Fortnightly for September 14, 1933; and a reply 
by C. O. Fisher on “That $500 House Telephone” in 
Ibid., November 9, 1933, pp. 586-588; see also Eleanor 
Heyman, “The Value of the Service: Its Various 


Meanings and Uses,” 9 Yournal of Land & Public 
Utility Economics 252-265 (August, 1933). 
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should be insulated completely from the 
impacts of a major depression. 

If the utility corporation during a 
period of greatly decreased purchasing 
power collects from its customers a sum 
of money which represents a greatly 
increased portion of their total purchas- 
ing power, the company is charging in 
excess of the value of the service. The 
conclusiveness of the evidence here pre- 
sented depends upon the acceptance or 
non-acceptance of this generalization. 
Whether conclusive or not, this is cer- 
tainly one factor to be considered by 
commissions in prescribing rates." 

The charge of a price in excess of the 
value of the service, assuming the valid- 
ity of the above definition, has serious 
effects not only upon those who pay the 
price exacted, but upon the entire eco- 
nomic structure. First, it is obvious that 
an individual called upon to pay annu- 
ally a given sum of money out of a de- 
creased income must do one of two 
things. Either he must discontinue the 
service to which he has accustomed him- 
self and thereby lower his standard of 
living, or else he must purchase less of 
other goods than he would ordinarily be 
able to buy. This again is, in substance, 
a lowering of his standard of living. 
But the impact is even more serious in 
another respect. To the extent that the 
public utility takes a larger portion of 
purchasing power, less remains to be 
spent for other services and goods. The 
vendors of these other services find their 
sales curtailed to such an extent as to 
jeopardize their own solvency. In short, 
the existence of these rigid prices in a 
changing economic order serves as a 
“log jam’”’ to prevent the restoration of 


13 Other criteria of the value of the service could, ot 
course, be applied. The standard used here is only one 
out of several—including reduced consumption in an 
effort to reduce bills, decrease in number of customers, 
and a comparison of rates for similar service in other 
communities—which could be used. 
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prosperity which might otherwise come 
about. In addition to the public utility 
customer, therefore, the butcher, the 
baker, and the candlestick maker feel 
the ill effects of a public utility charge 
in excess of the value of its service. 


Facts Indicating the Value 
of the Service 


An indication of the trend in purchas- 
ing power of the American people is 
given in a recent publication by the 
United States Department of Com- 
merce.'4 This report was prepared by 
the division of Economic Research of 
the Department of Commerce, in co- 
operation with the National Bureau of 
Economic Research. From the data 
published in the above report Table I 
has been compiled. 

The computation in Table I shows 
that for the four-year period (1929- 
1932) the total of individual income in 
the United States decreased by 40%; 
the total of production income by 54%; 
labor income by 40%; and dividends 
paid out by 56.5%. The report indicates 


TaBLe I, Cuances 1n NATIONAL INCOME, 1929-32 
(In Millions) 








Individ- | Produc- | Labor Divi- 
ual tion Income dends 
Income | Income Paid 


$52,867 
48,688 
41,027 
31,595 





$81,000 
75,400 
63,300 
49,000 


$83,000 
7°, 500 
54,700 
38, 300 


$5,963 
5,795 
4,311 
2,590 
Percentage 
Decrease... 
1929-32... 40% 54% 40% 

















further that, in those cases in which it 
was possible to segregate wages from 
salaries, wages over this four-year period 
decreased by 60%. Without going into 
statistical refinements, it seems clear 
from this table that the purchasing 
power of the American people as a 


4 National Income, 1929-1932, 73d Congress, 2d 
Session, Senate Document No. 124. 


56.5% 


whole suffered a decrease of approxi- 
mately 50% in this four-year period. 
Independent investigations indicate that 
this situation was not radically different 
in 1933 from what it was in 1932. 

a. Portland Water Company. To get 
a picture of the portion of its patrons’ 
purchasing power which comes to the 
Portland Water Company annually, it 
is necessary to examine the operating 
revenues of this Company over a number 
of years. Table II gives the dollar re- 
ceipts for the Company each year from 
1927-1933: 


Taste II, Operatinc REvENvES, PorTLaND WATER 
Company* 








Year Amount 





1927 $25,726 
1928 26,112 
1929 28, 510 
1930 27,015 
1931 26,965 
1932 27,046 
1933 25,715 








* Annual Reports, to the Connecticut Public Utilities Com- 
mission. 


These receipts show a remarkable 
degree of stability. In 1927 the Com- 
pany collected from its customers 
$25,726. In no year thereafter did it 
collect so small a sum of money until 
1933 when its operating revenues aggre- 
gated $25,715, or approximately the 
same amount that was collected in 1927. 
Even in 1928 the operating revenues 
amounted to only $28,510. If the con- 
sumer income from which these revenues 
were derived decreased drastically over 
a period of years, it follows that the 
Portland Water Company was receiving 
an increasingly large portion of the 
consumers’ purchasing power. 

Perhaps the best available index of 
the volume of ‘purchasing power for a 
community is found in the movement 
of bank debits to individual accounts. 
Such data are available for the Boston 
Federal Reserve District, the District 
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in which the Town of Portland is located. 
No such information is published for 
the Town of Portland itself, which has 
only one commercial bank. A study of 
the debits to individual accounts for 
the Boston District, however, shows a 
trend for the years 1931-1933 compar- 
able with that in general deposits for 
the one banking institution in the Town 
of Portland. Table III indicates that 
the total of bank debits to individual 
accounts in the Boston Federal Reserve 
District decreased by 29.8% from 1931!- 
1933, whereas the general deposits in 
the Portland Trust Company during the 
same period decreased by 39.8%. 


Taste III. Decreasep PurcHasinc Power IN Port- 
LAND, 1930-1933" 








Debits to Individual 


Accounts in Millions 
Boston District 
(October of each 


General Deposits 


Portland Trust Co. 


(At end of year) 


year) 





$3,045 
3,847 
2,767 
2,344 
1,643 
1,546 





$319, 302.96 
241,213.11 
192,100.16 


Percentage 
Change 
1928-1933. . 
1931-1933. - —29.8% —39.8+% 

* Data}for the Boston Federal Reserve District are taken 
from the Federal Reserve Bulletin. The general deposits of the 


Portlan ‘Trust Company are taken from its statements pub- 
lished at the end of each year. 








While general deposits in the Port- 
land Trust Company over a three-year 
period decreased by approximately 40%, 
this is an underestimate of the trend of 
the volume of purchasing power in the 
community. It is well known that in a 
period of severe depression bank deposits 
move sluggishly, thereby failing to in- 
dicate the entire degree of deflation in 
purchasing power. 

Additional evidence of deflation in 
purchasing power in Portland is given 
in Table IV which shows the amount of 


Taste IV. DecreaseD Purcnasinc Power In Port- 
LAND, 1930-1933 








Paid to 
Outside Poor 
for Fiscal Year 


Property Taxes 
Unpaid at End 
of Fiscal Year 





$ 5,567.17 
6,079.79 
6,280.50 
10, 807.08 
16,213.18 
22,695.81 


$ 9,885.74 
12,532.37 
17,314.98 
15,106.20 
17, 394-66 
29,128.57 


Percentage 
Change 
1928-1933. . 
1931-1933. . 


+307 .67% 


+194.65% 
+109.90% _ 


+ 92.80% 











unpaid property taxes at the end of each 
fiscal year and the amount paid by the 
Town of Portland for outside poor for 
each fiscal year from 1928 through 1933. 
The increase in the amount of unpaid 
property taxes from year to year re- 
flects the difficulty with which people 
met their tax obligations at a time when 
their incomes had suffered serious de- 
flation. Likewise, the increase in the 
amount of money paid by the Town 
for outside poor is indicative of the 
decreased income on the part of the 
recipients of Town aid, to say nothing 
of the increased burden falling upon 
the taxpayers. 

The Town of Portland is primarily a 
residential and agricultural community. 
However, three important industrial 
plants are located in the Town. Table 
V indicates for the years 1931-1933 the 
average number of men employed in 


DeEcREASED EMPLOYMENT IN PorTLaNnd, 
1930-1933 


Taste V. 








Chatham, Pickering, Rogers & Hubbard 





Average Man- 


Average Number 
Hours Worked 


Employed 





27,287 
19,878 
19,041 


170 


135 
126 


Percentage 
Change 
1931-1933. - 








—25.88% 


—30.2% 








Ze 
es 
each 
r the 
r for 
1933: 
paid 
r re- 
2ople 
when 
; de- 
. the 
Town 
the 
the 
thing 
upon 


‘ily a 
nity. 
strial 
Table 
3 the 
d in 


TLAND, 


pbard 


[an- 


tked 


VALUE OF SERVICE AND UTILITY RATES 81 


these three plants, together with the av- 
erage man-hours worked in these plants. 

Not only was there a decrease of some- 
thing more than 25% in the number of 
people employed during this three-year 
period, as well as a decrease of slightly 
more than 30% in the number of man- 
hours worked, but wage rates decreased 
at the same time. Table V, therefore, 
does not give a complete picture of the 
decrease in consumer purchasing power 
in the Town of Portland for the period 
in question. 

If there is any validity in the principle 
that a public utility is charging in excess 
of the value of the service rendered by 
it when over a period of years, with no 
substantial change in the quantity or 
quality of services given, it attracts t6 
itself an increasing portion of the con- 
sumers’ purchasing power, it seems 
conclusive that in 1933 the Portland 
Water Company was charging for its 
service a price in excess of the value to 
consumers. If the Company received 
only its fair share in 1931, namely 
$26,965, it is apparent that in 1933 the 
collection of $25,715 meant a relatively 
heavier burden upon its consumers. 

b. The Ansonia Water Company. The 
operating revenues of the Ansonia Water 
Company over a period of years are 
given in Table VI. 

This table shows that the Ansonia 
Water Company collected in 1933 from 


TaBLe VI. Operatinc REVENUES, ANSONIA WATER 
Co., 1929-1933* 








Operating Revenue 





$117,749.15 
112,470.66 
104, 883.84 
98,473.68 
98,783.42 


16.1% 
6.1% 


Percentage Decrease 
1929-1933 
1931-1933 








* Figures taken from Supplement C, Exhibit 4 of Ansonia 
Water Company in Document No. 5973. ? 


its customers in the Town of Ansonia 
84% as much as in the boom year 1929 
and 94% as much as in 1931, a collection 
in striking contrast with that experi- 
enced by business in general. This col- 
lection necessarily became a relatively 
greater burden to the users of water as 
their incomes decreased. 

An indication of the change in pur- 
chasing power in the City of Ansonia 
is given by the figures in Table VII. 


Taste VII. DecreaseD PurcHAsinG Power IN An- 
SONIA, 1928-1933 








Debits to Individ- 
ual Accounts in 
Millions 
Boston District* 
(October each year) 


Demand Deposits 
End of Year 
Ansonia National 


Bankt 





$1, 363,144.85 
2,034,679.60 
2,767 1, 286,085.36 
2,344 T, 304,354.63 
1,643 1,035, 686.64 
1,546 937 427.05 


$3,045 
3,847 


Percentage 
Decrease 
1931-1933. . 29.8% 28.1% 

* Data for the Boston Federal Reserve District are taken 
from the Federal Reserve Bulletin. 

+ Figures showing demand deposits for the Ansonia National 
Bank are those published in its final report for each calendar 
year indicated. 











If debits to individual accounts consti- 
tute a good index of a change in con- 
sumer purchasing power, it follows that 
a similar trend in demand deposits at 
the end of each year would give an 
approximate measure of changes in this 
purchasing power. Table VII indicates 
that during the depression period (1931- 
1933) debits to individual accounts for 
the Boston Federal Reserve District 
showed a decrease of 29.8%. During the 
same period the demand deposits in the 
Ansonia National Bank, the only com- 
mercial bank in the City of Ansonia, 
showed a decrease of 28.1%. In other 
words, the deflation of demand deposits 
in Ansonia was in line with the deflation 
in bank debits to individual accounts for 
the Boston Federal Reserve District. 
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Here again attention is called to the 
fact that bank debits and bank deposits 
underestimate the decrease in purchas- 
ing power by virtue of their sluggish 
movement in a depression period. 

Further evidence of the ability of 
people in Ansonia to pay for water is 
presented in Table VIII. 


Taste VIII. Decreasep Purcnasinc Power In City 
oF ANSONIA, 1928-1933 








Unpaid Property 
Taxes End of 
Fiscal Year 


Net Cost - Board 


o 
Public Charities 





$ 48,429.90 
49,222.62 
55,319.10 
80,986.64 
107,196.64 
164,070.30 


$ 5,373.16 
2,554.87 
12,095.02 
16,842.62 
56, 863.31 
18, 585.36 
(58, 585. 36)* 
Percentage 

Increase 
1928-1933. . 

* $20,000 was paid by the Charity Dept. for rents which 
went to pay taxes; $20,000 was paid by the banks on property 
foreclosed. 

In interpreting Table VIII the un- 
paid property taxes at the end of the 
fiscal year 1933 amounted to $18,585.36. 
This figure, however, is‘not comparable 
to those indicated for earlier years. In 
1933, for the first time, the funds paid 
out by the Charities Department were 
used in the amount of $20,000 to pay 
overdue taxes. Also, according to the 
tax collector in Ansonia, banks paid 
$20,000 taxes on property foreclosed 
during the year. The 1933 figure which 
is comparable to those given for earlier 
years, therefore, is $58,585.36. 

Unpaid property taxes at the end of 
the fiscal year 1933, with the interpreta- 
tion indicated above, had increased from 
1928 by 990.3%. Likewise, the net cost 
of the Board of Public Charities showed 
an increase for this period of 238.7%. 
Both these changes give eloquent testi- 
mony to the degree to which the pur- 
chasing power of patrons of the Ansonia 
Water Company had decreased over a 


period of years. 








999.3% 238.7% 





In addition to the data presented in 
the above tables, investigations made 
in the City of Ansonia indicate that 
man-hours employed in Ansonia indus- 
try decreased by more than 50% from 
1929 to 1932. The deflation in consumer 
purchasing power was even more serious 
because of a decrease in wage rates 
along with a decrease in the number of 
of hours worked. 

Information given in these various 
tables points to the conclusion that the 
customers of the Ansonia Water Com- 
pany have suffered a decrease in their 
purchasing power similar to that which 
has come to individuals for the country 
as a whole. It seems a reasonable pre- 
sumption that the total purchasing 
power available to residents of Ansonia 
in the year 1933 did not exceed 50% of 
what was available to them in a pre- 
depression year. If it be agreed that a 
public utility, when it collects an increas- 
ing portion of the consumers’ purchasing 
power during a depression period, 1 
exacting a charge in excess of the value 
of the service rendered, the inevitable 
conclusion follows that the Ansonia Wa- 
ter Company has been charging a price 
in excess of the value of the service it 
renders. This is shown in the collection 
of $117,000 in 1929 in contrast with the 
collection of $98,000 in 1933, the collec- 
tion in 1933 having come at a time when 
total purchasing power available to the 
consumers did not exceed half that of 
the year 1929. 

The Decisions of the Public Utilities 

Commission of Connecticut 


On April 16, 1934 the Public Utilities 
Commission announced its decision in 
the Portland Water Company case.” 
In two pages of this decision the Com- 
mission discusses the rate of return al- 
lowed the Portland Water Company. 


45 Document No. 5994. 
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The Commission announced that under 
prevailing conditions the Company 
should have a return of 61%%% on the fair 
value of its property. This return would 
involve, the Commission said, operating 
revenues of $25,670 annually and the 
Company collected under the prevailing 
rates $25,717 in 1933. Therefore, the rate 
schedule was left where it was before 
the litigation. No mention at all is made 
of the value of the service as a factor to 
be taken into account in arriving at this 
rate of return. Apparently the members 
of the Connecticut Commission do not 
feel that the Supreme Court has given 
a clear expression to the effect that the 
value of the service performed by a 
utility marks the upper limit of the 
amount of money which can be taken 
from the consumers. Or, if they recog- 
nize the mandate of the United States 
Supreme Court, at any rate they do not 
believe that the collection of a rapidly 
increasing portion of the purchasing 


power available in the community is 
any index of a charge in excess of the 
value of the service. 

The above generalization is confirmed 
by an examination of the decision of the 


Commission in the Ansonia case.'® As 
to the value of the service the Com- 
mission says: 

“This raises the question—what is the 
reasonable value of the water service without 
which a community could not exist? Clearly 
the value of the service is the cost to the 
Company, honestly and economically man- 


6 Document No. 5973, pp. 20-22, July 10, 1934. 


aged, of maintaining properly its plant and 
equipment, its operating expenses and over- 
head charges, and a fair return on the fair 
value of the property necessarily used in 
the rendition of such public service. 


“The cost of water to the average domestic 
consumer is about § or 6 cents a day, for 
the entire household, or about equal to the 
price of one small luxury per day. It is not 
conceivable that a necessary increase per 
customer of one or even two cents a day, 
in order that the Company may properly 
maintain its service, would create an un- 
bearable burden upon the community.” 


Two important questions may be 
raised in this connection: Does the 
proper maintenance of the service of 
the Company require a return of 644% 
on the value of its property at a time 
when capital in general is earning noth- 
ing or next to nothing, when rates of 
interest on borrowed funds have ap- 
proached the vanishing point, and when 
owners of capital are anxious to commit 
their funds at very moderate rates of 
return if only they can be assured of the 
safety of their principal—witness the 
current rates for United States Govern- 
ment bonds? The next question is 
whether the Commission is on solid 
ground in its assertion that an increase 
of $3.65 to $7.30 a year in the water bill 
to the average consumer is a matter of 
indifference when employment has sunk 
to less than 50% of normal and when 
wage rates have been decreased simul- 
taneously. The unemployed working- 
man may reach a different conclusion. 
It is always the last straw that breaks 
the camel’s back. 





III. The Local Transportation Problem in the 


District of Columbia 
By CHARLES F. MARSH 


portrayed the background of the 

local transportation problem in the 
District of Columbia. The second dealt 
with such attempted solutions of that 
problem as changes in the general level 
of rates, modifications of rate structures, 
improvements in service, and control of 
taxicabs.'% The bulk of this third and 
concluding instalment relates to the 
unification of the various operating 
companies. Incidental attention is 
given to the possibilities of government 
ownership of transit facilities in Wash- 
ington. 

The unification, or the merger ques- 
tion, as it has been commonly called in 
the District, is deserving of detailed 
consideration for several reasons. In the 
first place, it has generally been looked 
upon as the most important means of 
remedying Washington’s transportation 
troubles. Second, the effective applica- 
tion of most of the other solutions pre- 
supposes a unified system. Finally, the 
extended controversy waged over the 
terms of the various merger proposals of 
the past 10 years or so in the halls of 
Congress, in the press, and in various 
civic associations has embraced almost 
the entire field .of public utility eco- 
nomics and regulation. 

History of Merger Proposals 

Although the idea of merging the tran- 
sit companies is virtually as old as the 
companies themselves, it did not take 


i first instalment of this study 


10 10 Fournal of Land & Public Utility Economics 275- 
290 (August, 1934) and 403-422 (November, 1934). 
Footnotes are numbered consecutively with those in the 
first two instalments. 

106 43 U.S. Stats. 126. 

107 16th Annual Report, Public Utilities Commission, 


definite form until March 4, 1925, when 
Congress passed an act to permit the 
merger of street railway corporations 
operating in the District of Columbia.! 
The act empowered the traction com- 
panies to 


“merge or consolidate, either by purchase or 
lease by one company of the properties 
and/or stocks or securities of any of the 
others, or by the formation of a new corpora- 
tion to acquire the properties and /or stocks 
or securities and to succeed to the powers and 
obligations of each or any of said companies.” 


It provided, however, that no such uni- 
fication should occur without the prior 
approval by majority vote of the stock- 
holders of each corporation, by the Pub- 
lic Utilities Commission of the District 
and by a Congressional Joint Resolution 
of the terms and conditions of unification. 

Formal unification proposals were 
made, pursuant to the above act, on four 
separate occasions before all parties 
approved the agreement by which the 
Washington Railway & Electric Com- 
pany and the Capital Traction Company 
united December 1, 1933, to form the 
Capital Transit Company. The first 
attempt, initiated by the companies, 
met with the approval of the Commis- 
sion, after some modifications, but failed 
of action in Congress within the specified 
time.'°7 The second attempt was ini- 
tiated by the Commission but Congress 
adjourned before taking action.'% The 
1928, p. 4; 17th Annual Report, 1929, p. 8; and Report 
on Proposed Merger of Street Railways in the District of 
Columbia, Senate Doc. 184, 7oth Cong., 2d Session, 
pp. I-13, 155. 

108 18th Annual Report, 1930, p. 4; Comparative Print, 
S. J. Res. 208, 7oth Cong., 2d Session and S. J. Res. 105, 


71st Cong., 2d Session, and Hearings on H. J. Res. 
159, 71st Cong., 2d Session. 
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third attempt came nearer to success. 
Again the Commission took the initia- 
tive. Its proposal was finally passed by 
the House, but the Senate failed to vote 
on it.109 

The fourth attempt to secure a merger 
agreement was successful largely because 
of the entrance of a new party into the 
controversy. This was the Citizens Joint 
Transportation Committee, formed 
in December, 1932, according to Mr. 
Thomas P. Littlepage, President of the 
Washington Chamber of Commerce and 
the leading spirit in the Committee, be- 
cause “the people got tired of the delay 
and the mess was getting worse every 
day.” This Committee brought to- 
gether informally the various Senators, 
transit officials, Commission members, 
and other individuals whose disagree- 
ment over the terms of unification had 
caused previous proposals to go on the 
rocks and finally forged a compromise 
plan to which all parties gave their ap- 
proval. This cleared the way to passage 
by Congress and approval by the Presi- 
dent of the Joint Resolution embodying 
the new agreement January 14, 1933. A 
joint committee of directors of the 
Capital and Washington Companies 
drew up a detailed agreement as to 
capital structure of the new corporation, 
allocation of stock to constituent com- 
panies, and similar matters. The stock- 
holders accepted the plan September 26, 
1933, the Utilities Commission giving its 
final approval two days later. On this 
same date, incorporation papers were 
filed for the new Capital Transit Com- 

109 r9th Annual Report, 1931, p. 4; 20th Annual Re- 
port, 1932, p. 2; Report of House District Committee 
to accompany H. J. Res. 154 (No. 1030), 72nd Cong., 
Ist Session; Report of Senate District Committee to 
accompany H. J. Res. 154 (No. 691); S. J. Res. 13, 
72nd Cong., 1st Session; Minority Report on S. J. Res. 
13; and Evening Star, April 8, May 8, June 13, 15, 
July 14, 15, 1932. 

10 Personal letter to writer dated December 14, 1932. 

Definitive Unification Agreement, approved by the 


pany, which took over the merged prop- 
erties on December 1, 1933, and began 
operations"! 


Terms of the Merger Agreement 


As finally approved by the Public 
Utilities Commission, the unification 
agreement was made up of two parts. 
The first comprised the 19 basic pro- 
visions included in the Joint Resolution. 
The second part contained the seven 
detailed points which the Resolution had 
left to be determined by the contracting 
parties, subject to approval of the Pub- 
lic Utilities Commission. The Resolu- 
tion also consisted of two sections, the 
first being the agreement proper and the 
second, the enacting or legislative section 
of the Resolution." 

Certain matters treated in the various 
merger proposals are of sufficient public 
importance to merit consideration. They 
can be discussed under the following 
heads: (1) corporate organization; (2) 
capital structure and exchange of securi- 
ties; (3) accounting methods; (4) valua- 
tion and the general rate level; (5) rate 
structures; (6) purchase of power; (7) 
costs of paving and of crossing police- 
men; (8) future competition; and (9) 
relations with regulatory authorities. 

Corporate Organization. Common to 
all proposals has been the provision for 
incorporation of the new Capital Tran- 
sit Company to take over all Capital 
Traction properties and the transporta- 
tion properties of the Washington Rail- 
way & Electric Company. The Traction 
Company was to be dissolved as soon as 
Public Utilities Commission, September 28, 1933; see 
also Evening Star, December 22, 1932, and January 9, 


15, February 1, May 21, September 26, 28, and Decem- 
ber T, 1933. 

12 For the most part, this latter section merely en- 
acted the various provisions of the agreement into law 
or made such additional statements as were necessary 
to put the basic 19 provisions into effect. It did, how- 
ever, include certain clauses which were in the nature 
of amendments to the merger agreement itself. 
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practicable, but the Railway Company 
was specifically authorized to retain its 
corporate identity and its stock holdings 
in the Potomac Electric Power Com- 
pany and other subsidiaries." 
Controversies developed over two 
questions of corporate organization: (1) 
the status of the Washington Rapid 
Transit Company in the unified system, 
and (2) the extent to which the new 
company might use subsidiaries in ac- 
quiring and operating transit properties. 
The utility interests had originally 
urged that the new company should 
obligate itself to the extent of approxi- 
mately $1,200,000 to assume the lia- 
bilities of the Rapid Transit Company 
and to purchase its stock at a price high 
enough to cover the original purchase 
price paid by the North American Com- 
pany. Since the bulk of the bus com- 
pany’s liabilities were in the form of 
notes payable to the North American 
Company, this would have resulted in 
shifting to the new company the losses 
incurred by the latter through its in- 
vestment in the stock of the unprofitable 
Rapid Transit Company. Opposition on 
the part of various public representa- 
tives to this attempt by the North 
American interests to “get out from 
under” led to the introduction of a 
substitute provision calling for (1) ac- 
quisition by the Capital Transit Com- 
pany of the bus company’s stock “‘at the 
fair value thereof and on such terms as 
may be accepted by the owners of said 
shares of stock and may be approved by 


13 Of the 15 directors of the Capital Transit Com- 
pany, 7 were to be nominated by each of the old com- 
panies and the one other was to be chosen jointly. See 
Definitive Unification Agreement, pp. 5-10 and first in- 
stalment of this article, op. cit., pp. 275-282. 

114 Definitive Unification Agreement, p. 10. See also 
Comparative Print, op. cit., p. 19; Hearings on S. J. Res. 
105, op. cit., p. 5; Memorandum of Chief Accountant 
Bachman to the Public Utilities Commission, Novem- 
ber 23, 1927, p. 5; and Evening Star, September 10, 


15, 1934. 


the Public Utilities Commission”, and 
(2) for its merger with the new company 
if and when a majority of the stock 
should be acquired and the Commission 
should approve such merger. This pro- 
vision was a part of the accepted uni- 
fication agreement.!4 

A recent petition by the Capital Tran- 
sit Company, in accordance with the 
above provision, to purchase the bus 
company’s stock for $843,000 was de- 
nied by the Commission. While the 
regulatory body recognized that the 
Rapid Transit’s 1934 operations had 
been much more successful than those of 
previous years and also that its proper- 
ties would be more valuable as part of 
the unified system than as isolated bus 


lines, it held, nevertheless, that $843,000 


was excessive and fastened too great a 
burden on patrons of the Capital Transit 
Company. The matter has been ap- 
pealed to the courts. That ultimate 
absorption of the Rapid Transit Com- 
pany is in the public interest is obvious, 
as a completely unified transit system 
cannot be had without it. The exact 
price at which it is to be acquired is a 
matter of opinion. It has been pared 
down now approximately $300,000 from 
the original price suggested in 1928. 
Possibly, $843,000 is still too high, al- 
though it was arrived at only after con- 
sultation with an outside expert, Prof. 
A. S. Richey of Worcester Polytechnic 
Institute."> Controversy over the exact 
price, however, should not be permitted 
to delay unduly absorption of the bus 


15 This $843,000 figure is the sum of $516,000, the 
price to be paid to the North American interests, or 
more specifically Mr. H. P. Wilson, for 21,237 shares of 
the total of 21,612 shares outstanding, and $327,000, 
the amount of the Rapid Transit Company’s notes pay- 
able held by the North American Company. The bus 
company, unable to earn enough to cover its operating 
expenses, borrowed continuously from the North 
American Company to meet those expenses. See Even- 
ing Star, September 10-15, 1934; also first instalment 
of this article, op. cit., pp. 279-283. 
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lines into the Capital Transit System, as 
the public may lose more, through con- 
tinued separate operation of the two 
systems with its wasteful duplication of 
service and lack of transfer arrange- 
ments, than they may gain through 
eventual acquisition of the properties at 
a lower price. 

Lack of agreement on a provision em- 
powering the new company to do busi- 
ness through subsidiary corporations 
was one of the obstacles to the merger 
which was removed by the compromise 
plan worked out by the Citizens Com- 
mittee. Senators Blaine and Capper had 
opposed use of subsidiaries on the ground 
that it was inconsistent with one of the 
avowed purposes of the whole unifica- 
tion plan—namely, to eliminate separate 
corporate entities with their accompany- 
ing overheads. The transit officials 
minimized the total amount of such 
overhead costs. They insisted, also, that 
subsidiaries might prove indispensable 
in raising new capital and in carrying 
on business in the adjacent states of 
Maryland and Virginia. The compro- 
mise permitted the Transit Company to 
use subsidiaries in these adjacent states 
but not in the District." 

The whole question of the use of sub- 
sidiary corporations is of far less prac- 
tical significance than the controversy 
over it seemed to imply. A more flexible 
provision, however, declaring against 
use of subsidiary corporations in the 
District, except as the Utilities Commis- 
sion might deem them to be necessary, 
would have guarded against an un- 


6 Definitive Unification Agreement, p. 5; see also 
Minority Report on S. J. Res. 13, op. cit., pp. 1-2 and 
Evening Star, December 22, 1932. 

17 This proposal authorized the assumption of all 
outstanding bonds of the Traction Co., amounting to 
$5,600,000, and $12,308,000 or about 73% of the 
Washington Co.’s bonds. It authorized 300,000 shares 
of cumulative, participating, voting preferred stock, 
120,000 shares of which were to be issued initially and 
assigned to the Traction Co., and 300,000 shares of 


economic, complex corporate structure 
and at the same time would have avoided 
possible embarrassment to the Transit 
Company and its patrons because of 
inability to operate through other cor- 
porate entities. 

Capital Structure and Exchange of 
Securities. In contrast to the detailed 
provisions of the original merger pro- 
posal submitted by the utility interests 
in 1928," the later plans left the exact 
amount of the Capital Transit Com- 
pany’s capitalization, the distribution of 
its stock between the constituent com- 
panies, and similar matters to be deter- 
mined by the two old companies, sub- 
ject to Commission approval. Congress 
required only that the total initial 
capitalization should not exceed the 
total amount of stocks, bonds, and other 
certificates of indebtedness of the under- 
lying corporations.!!® 

As finally agreed upon by the com- 
panies and approved by the Commis- 
sion, the unification plan provided that 
the Capital Transit Company (1) issue 
240,000 shares of common stock of $100 
par value, (2) take over all the Capital 
Traction Company’s bonded debt of 
$5,536,000, and (3) assume $8,607,000 
or approximately 60% of the total 
funded debt of the Washington Railway 
& Electric Company."® This gave it an 
initial capitalization of $38,143,000. In 
return for the transportation and other 
properties vested in the new Transit 
Company, 120,000 shares of common 
stock were to be issued to each of the 
constituent companies. The shares al- 


common stock, approximately 200,000 shares of which 
were to be issued initially and assigned to the Wash- 
ington Co. See Comparative Print, op. cit., pp. 7-20. 

18 Definitive Unification Agreement, p. 6. 

119 This consisted of $2,906,000 Anacostia & Potomac 
58, 1949; $1,703,000 City & Suburban 5s, 1948; and 
$4,000,000 of the approximately $10,000,000 issue of 
Washington Railway & Electric Consolidated Mort- 
gage 4s, 1951. See ibid., pp. 6-10, 14, 15, and Compara- 
tive Print, pp. 7-20. 
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lotted to the Traction Company were to 
be distributed to its stockholders, since 
it was to be dissolved. Those assigned 
to the Washington Company, on the 
other hand, were to be carried on its 
books as a $12,000,000 investment to 
replace the transit properties transferred 
to the new company. Since the Traction 
Company had $12,000,000 of its common 
stock outstanding at the time of the 
merger, this represented merely a share- 
for-share exchange by its stockholders. 
The Washington Railway & Electric 
stockholders merely retained their $15,- 
000,000 of stock—$8,500,000 of voting 
preferred and $6,500,000 of common. 
They were not involved in any exchange 
of stock certificates, since their corpora- 
tion was not dissolved but was merely 
transformed from a parent company 
operating transit properties and holding 
stock of the Power Company® into a 
holding company owning Capital Tran- 
sit and Potomac Electric Power common 
stocks. 

Although the details of the financial 
structure of the new company primarily 
concern the investors, the patrons have 
an interest in the total capitalization 
and the relative proportion of bonds and 
stocks, since they affect the corporation’s 
credit and ability to attract sufficient 
capital to the industry for adequate 
service. 

There are three criteria by which the 
size of the total capitalization may be 
judged: (1) cost of assets, (2) value of 
assets, and (3) earning power. Although 
cost of assets is the technically correct 
basis of capitalization for a public utility 

120 See 21st Annual Report, Public Utilities Commis- 
sion, 1933, for a description by the Commission’s Ac- 
counting Bureau of ‘“Transactions incident to the con- 
solidation and/or merger of the Transit Properties.” 
(Report in hands of printer at time of writing.) 

121 Dr. Maltbie pointed out that the accounting treat- 
ment of the many small mergers which characterized 


the gradual building up of the two major systems during 
the past 75 years or so and the lack of harmony in recent 


corporation, it is not a very practicable 
criterion in this case. Although Dr. 
Maltbie, who made a study of the 
merger question in 1928 for a Senate sub- 
committee, estimated that the actual 
cost of the Capital and Washington 
Companies’ properties as of January 1, 
1928 was $32,000,000, he emphasized 
that this was only a very rough esti- 
mate.!?! 

Judged by the value of the assets, as 
recorded on the balance sheets shown in 
Table VII, the initial capitalization of 
$38,143,000 appears to be conservative 
enough. The transit properties appear 
to have a depreciated book value of 
approximately $41,000,000, the liabili- 
ties to outsiders seem to be small and, 
after making liberal provision for con- 
tingencies, etc., a surplus of over $2,- 
000,000 is indicated. The difficulty 
with this criterion is that the values 
assigned to the various asset items and 
the amounts at which the various lia- 
bilities are carried are not necessarily 
correct but represent, in many cases, 
arbitrary figures which have been de- 
cided upon by the officers and directors 
of the various underlying corporations 
in past years. 

The only practicable basis for deter- 
mining whether or not a corporation is 
overcapitalized is its ability to earn a 
sufficient amount to cover interest 
charges and pay sufficiently high divi- 
dends to attract capital. While it is true 
that use of this basis is subject to ques- 
tion in the case of utility corporations, 
since their earnings are determined to 
some extent by regulatory authori- 
ties, market factors are major ele- 


years between the two companies’ treatments of addi- 
tions, retirements, etc., made it almost impossible to 
arrive at accurate cost figures. See Report on Proposed 
Merger, etc., op. cit., pp. 124-130. 

122 See Jones and Bigham, op. cit., pp. 497-499 and 
Gerstenberg, C. W., Financial Organization and Man- 
agement (New York: Prentice-Hall, 1932), pp. 306-308. 
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ments in determining utility earnings. 
This has been particularly true of street 
railway corporations since the competi- 
tion of motor vehicles has become so 


89 


prevalent. While transit earnings of the 
Capital and Washington Companies 
during the period immediately preceding 
the merger were insufficient to pay com- 


TaBLeE VII. Generat BALANCE SHEET OF THE CAPITAL TRACTION ComPANY AND WasH- 
INGTON Raitway & Evectrric Company (NOT INCLUDING THOSE ASSETS AND LIABIL- 
ITIES TO BE RETAINED BY THE WASHINGTON Co. AFTER DECEMBER I, 1933) AS OF 
NovEMBER 30, 1933, AND THE OPENING EnTRIES on Books oF THE CAPITAL 

RANSIT ComPANY, AS OF DECEMBER I, 1933* 








Capital Trac- 
tion Co. 


Wash. Ry. & 
Elec. Co. 


Changes Incident 
to Mergerf 





Capital Tran- 
sit Co. 





Investments: 
Road and equipment............ 
Sinking funds, etc 
Miscellaneous physical property. . 
Investments in affiliated 
companies 
Other investments 


Current Assets: 
Cash, etc 
Other current assets 


Deferred Assets: 
Depreciation fund: 


Unadjusted Debits 
Grand Total 


Liabilities 


Capital stock 

Funded debt 

Current and deferred liabilities 

Unadjusted credits: 
Accrued depreciation 
Reserve for damages 
Reserve for contingencies 
Other unadjusted credits 


$20,782, 264 
111,816 


98,000 
200,759 


$32,493,985 
331,707 
2,942 


550,556 
1,484,550 


1,731,159 


$53,285,849 
331,707 
114,758 


648,556 
3,416, 467 





684,923 
179,931 


$34,863,740 


$ 1,740,759 


$57,797 1337 


777,791 
646, 577 





864,854 


84,741 
1,731,159 
8,407 


84,741 
1,731,159 
150 


1,422, 368 





1,824, 307 


105,653 


299,954 


48, 423 


1,816,050 


454,030 





$23,987,652 


$35,695, 368 


$ 1,880,050 


$59,683,020 








$12,000,000 
5,536,000 
183,055 


5,289, 266 


147,480 


$12,000,000 
8,607,000 
67,878 


6,971,319 


$24,000,000 
14,143,000 
250,933 


12,260, 585 
235,552 
» 500,000 
174,753 





$5,436,746 
831,851 


$6,998, 592 
8,021, 898 


$ 6,735,552 


2,118,197 





$23,987,652 


$35,695, 368 


$ 6,735,552 


$ 6,735,552 


$59,683,020 


























* 21st Annual Report, Public Utilities Commission, 1933. 
t The major changes incident to the merger were 


133 
(1) transfer of the cash and securities in the depreciation fund maintained by the 


Capital Traction Co. to the free cash and investment accounts of the Capital Transit Co., and (2) the setting up out of the surplus 
t the old companies on account of operation 


transferred by the old companies a reserve for claims for injuries and damages 
Prior to December 1, 1933, and a reserve for contingencies. The other changes in 


tails which are not directly pertinent to this study. 


peer 
dicated in columns 3 and 4 involve accounting de- 
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mon dividends,!” an analysis by a Wash- 
ington investment banker, Mr. Y. E. 
Booker, shortly before unification oc- 
curred, concluded that economies result- 
ing from the merger would probably be 
sufficient to result in earnings of $1.50 
to $2.00 per share on the new company’s 
common stock, even if no more pas- 
sengers were carried than during the 
early part of 1933. Developments 
during the first year of unified operation, 
as will be shown later, have more than 
borne out Mr. Booker’s prediction, as 
$4.19 was earned on each share of stock 
and interest charges were earned ap- 
proximately 234 times. Market activity 
in the Company’s bonds and stocks has 
been sufficient to justify the belief that 
investors for the first time in several 
years view District transit securities 
favorably. It is thus apparent that, on 
the basis of the first year’s earnings, the 
Capital Transit Company’s total capital- 
ization does not appear to be excessive.'” 


123 See first instalment of this article, op. cit., pp. 
279-284. 

124 See Evening Star, September 26, 1933. 

1% This was attributable to the increased number of 
passengers rather than to economies incident to the 


Taste VIII. 


The capital structure of the Transit 
Company is relatively simple. Of the 
total capitalization of $38,143,000, ap- 
proximately 63% is common stock and 
the remaining 37% is bonds (Table 
VIII). This compares favorably with 
the capitalization suggested in the orig- 
inal 1928 proposal, and also with the 
combined capital structure of the two 
old companies. The relatively small pro- 
portion of bonds in the present structure 
is advantageous from the public as well 
as the corporate point of view. It lessens 
the possibility of serious financial em- 
barrassment and resulting inability to 
secure additional capital in times of 
stress. The soundness of the corpora- 


tion’s capital structure is further evi- 
denced by the fact that no outstanding 
bond issue bears interest in excess of 5% 
or matures before 1947, thus lessening 
current fixed charges and freeing it from 
the necessity of refinancing until it has 


merger, however. The whole question of the financial 
results of the merger is discussed under that head later. 
A second Booker analysis made at the end of the first 
11 months of the merger should be compared with the 
1933 study. See ibid., November 23, 25, 29, and Decem- 
ber 28, 29, 30, 1934. 


ComPARISON oF CAPITAL STRUCTURE OF CAPITAL TRANSIT CoMPANY WITH 


Tuat SUGGESTED IN 1928 MERGER PLAN AND WITH THE CoMBINED CaPITALIZATION 
oF CapiTaL TRACTION AND WASHINGTON RaiLway AND E tectric Co. 
(c00’s Omitted) 








Capital Transit Co. 
as of December 1, 1933* 


Capital Traction and 
W. R. & E. Co. as of 
November 30, 1933t 


Capital Transit Co. 
under 1928 Plant 





Amount Percent 


Amount Percent Amount Percent 





$14,143 
Preferred Stock 


Common Stock 


42.8% 


8, 500 18.0 


$17,908 35.9% $20,191 


12,000 24.0 


20,000 40.1 18, 500 39.2 





$38,143 











100.0% 


100.0% $47,191 











$49, 908 





* See Table VII, supra. 
t See note 117, supra. 


t While the combined capitalization of the old companies is not directly comparable with that of the Transit Co. in that the 
former included securities of the Washington Co. which were backed by its Te in the Potomac Electric god Ce a, 
n relieved 0 


from which a large dividend income has been received, and the latter does not, the i 
$6,000,000 of Washington Ry. & Electric 4s and of He cumulative dividends upon $8,500,000 of preferred 


interest charges u) 


pon 
stock, all of which were formerly chargeable to railway operations. See the 


ransit Co. has, nevertheless, 


ooker analysis in Evening Star, September 26, 1933. 
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had an opportunity to become firmly 
established as a unified concern. 
Accounting Methods. The unification 
agreement specifically provided for con- 
tinuity of accounting between the books 
of the two old companies and the Capital 
Transit Company, with two exceptions. 
One of these changes was that a reserve 
should be set aside out of the total net 
current assets received by the Transit 
Company to liquidate claims for in- 
juries and damages against the old com- 
panies which were pending at the time 
of the merger. The second exception 
freed the new corporation from the 
necessity of maintaining a depreciation 
fund if it set up a reserve for depreciation 
at rates fixed by the Public Utilities 
Commission.’ The first of these modifi- 
cations in the accounting procedure of 
the old companies, while inserted at the 
suggestion of Dr. Maltbie as a means of 
safeguarding public interests,!?”7 was of 
merely transitory importance and aroused 
no serious objection from the utilities. 
The depreciation provision, however, 
requires some explanation. The two old 
companies had not handled depreciation 
in the same manner. The Capital Com- 
pany had used the “‘sinking-fund”’ method 
and had built up not only a reserve for 
accrued depreciation but, as the balance 
sheet shown in Table VII indicates, had 
maintained a depreciation fund con- 
sisting of cash and securities. The 
Washington Company, on the other 
hand, had built up its depreciation 


1% Definitive Unification Agreement, pp. 10, 13. 

27In urging such a reserve, this Senate expert 
pointed out that the Traction Company’s statement 
of current assets and liabilities to be transferred to the 
new company included no damages reserve although 
both companies had carried such reserves in previous 
years. The implication is that the former, because of a 
provision in the agreement requiring the Washington 
Company to match the net current assets turned over 
to the Transit Company by the Traction Company, had 
eliminated its damage reserve as a means of increasing 
its net quick assets. Assuming that the Washington 
Company would follow suit, Dr. Maltbie warned: “The. 


reserve by the “straight-line” method 
and had not segregated any of its assets 
into a depreciation fund. The net effect, 
consequently, of the above provision was 
to transfer the $1,731,000 of cash and 
securities, chiefly United States Govern- 
ment bonds, in the Capital Traction 
Company’s depreciation fund to the 
free cash and investment accounts of 
the new company. This materially im- 
proved the current position of the latter, 
not only by “unlocking” a large amount 
of cash and securities but also by causing 
the Washington Company to increase 
its contribution of net current assets. 
At the same time, it tended to bring the 
conflicting depreciation methods of the 
old companies into harmony. But the 
advisability of this step is questionable. 
Maintenance of a specific group of 
liquid assets for the sole purpose of 
financing the acquisition of replace- 
ments is in harmony with sound, con- 
servative practice. This is especially 
true for such a company as the Capital 
Transit Company, a large proportion of 
whose physical equipment is old, ob- 
solete, and in need of replacement.!”* 
The whole problem of the treatment of 
depreciation of transit properties in the 
District of Columbia has been in an un- 
settled condition for a number of years. 
The major factors responsible for this 
confused situation have been (1) the 
lack of agreement as to the proper meth- 
ods of valuing these properties for rate- 


obligations actually assumed by the new companies 
will be in excess of those appearing on the balance 
sheet . . . The old companies should be required to 


settle all claims . . . applicable to their operation, or 
an adequate fund should be created, not represented by 
stocks, bonds, or other obligations of the new com- 
pany ... to settle all claims.” (Report on Proposed 
Merger, op. cit., pp. 114-115; also Comparative Print, 
op. cit., pp. 17-18. 

128 See Dr. Maltbie’s discussion of the advisability of 
retaining the Traction Company’s depreciation funds on 
the books of the new company, Report on Proposed Mer- 
ger, op. cit., pp. 138-140, 148-149; also the Bureau of 
Efficiency discussion, idid., pp. 26-27, 60-86. 
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making purposes and (2) uncertainty as 
to whether the depreciation methods 
used by the District transportation lines 
come under jurisdiction of the Inter- 
state Commerce Commission or of the 
Public Utilities Commission of the Dis- 
trict.° Unification of the companies 
presented the latter body with new 
depreciation problems. Pending thor- 
ough study of these vexing problems, the 
Utilities Commission approved tenta- 
tively a schedule providing that the ratio 
of depreciation charges to plant should 
vary inversely with the ratio of the 
depreciation reserve to the plant ac- 
count. Application of this schedule re- 
duced the annual charges from $1,030,- 
000, which had been charged against the 
operations of the old companies, to 
approximately $600,000. While this 
effected a nominal economy of over 
$400,000, the Company itself petitioned 
the Commission late in 1934 to increase 
the annual charge to $900,000 on the 
ground that $600,000 was inadequate.!*° 
When the full effects of the program of 
modernization of equipment, rerouting, 
and similar attempts to improve service 
are felt, probably further increases in 
depreciation charges will have to be 
made. The whole subject requires care- 
ful study before permanent depreciation 
policies are adopted. On the other hand, 
this study must be made promptly in 
order that necessary replacements of 
property may not be delayed. 

Valuation and the General Rate Level. 
The valuation and rate section of the 
unification agreement is significant not 


129 Fach of the Annual Reports of the Public Utilities 
Commission during the past 10 or more years has car- 
ried a statement to the effect that the Commission was 
holding in abeyance its decision regarding depreciation 
rates, pending adjudication of the valuation cases be- 
fore the courts. For discussion of the conflict in juris- 
diction, see first instalment of this article, p. 289. 

130 See Facts and Figures on Washington Securities 
(Washington: Y. E. Booker & Co., 1934), pp. 9-10; also 
Evening Star, November 29, 1934. 


so much for what it contains as for what 
it does not contain. Three controversial 
provisions which prevented agreement 
during earlier stages of the merger nego- 
tiations do not appear in the final draft. 
The first of these set up an initial rate- 
base for the Capital Transit Company of 
$50,000,000 and proposed that this re- 
main in effect for 10 years, subject to 
the usual changes because of additions, 
betterments, and retirements.” It ap- 
peared in the original 1928 proposal, but 
was eliminated from later agreements 
largely because of the clearly reasoned 
objections of Dr. Maltbie. He argued, 
wisely, that to leave the whole matter of 
valuation and fare regulation in the 
Commission’s hands would protect the 
rights of all parties and that inclusion in 
the unification agreement of such a 
controversial subject as the exact amount 
of the rate-base was an unnecessary 
obstacle to acceptance of the agree- 
ment.! 

Closely related to the above proposal 
was a provision in the original plan for 
“freezing” the existing rates of fare for a 
period of one year following the merger. 
While no serious objections were raised 
to this proposal, extension of the period 
to two years in the 1929 draft caused the 
utility leaders to declare that they would 
have nothing to do with a contract con- 
taining such a proposal. They opposed 
it on the ground that it would prevent 
them from securing the higher rate of 
fare which the Commission had recently 
denied them and which they hoped to 
put into effect as the result of their 
appeal to the courts. The July, 1930 


131 This figure represented a compromise between 
$62,000,000 which the companies claimed was the cost 
of reproduction new of the properties, and $39,000,000, 
the original cost of the properties as found by the 
Commission. See Report on Proposed Merger, op. cit., 
pp. 111-146, Comparative Print, op. cit., pp. 22-23, and 
second instalment of this article, op. cit., p. 404. 

182 Report on Proposed Merger, op. cit., pp. 111-146. 
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decree of the Supreme Court of the Dis- 
trict permitting higher rates to become 
effective automatically ended the con- 
troversy.!8 

The third point relating to valuation 
was Senator Blaine’s proposal to amend 
the organic public utilities act so as 
specifically to direct the Commission to 
use the “prudent investment” method 
in determining the rate-base of all utility 
corporations in the District. Signifi- 
cant though such a proposal may be as 
an attempt to write into the statute the 
well-known valuation theory of Mr. 
Justice Brandeis, the attempt to attach 
it to the merger resolution could have 
no result other than to prevent accord 
on the unification question. Approval 
by the stockholders of two utility com- 
panies of a document accepting prudent 
investment as a basis of valuation could 
scarcely have been expected. This pro- 
posal is a typical example of the frequent 
attempts made by both public and util- 
ity representatives to drag various ques- 
tions into the merger negotiations which 
were related only indirectly to the mer- 
ger itself. 

As finally approved, the unification 
agreement provided simply (1) that 
existing rights with regard to valuations 
should not be prejudiced and should be 
enjoyed by the new company until a 
valuation of its properties should be 
completed, and (2) that acceptance by 
the Commission and by Congress of 
certain values for purposes of unifica- 
tion should not be taken as binding upon 
the Commission in any future determina- 
tion of the fair value of the properties 
mentioned in the agreement.’ Such 
provisions are sound as they leave the 


133 See Comparative Print, op. cit., p. 23; Hearing on 
S.J. Res. 105, op. cit., pp. 35-37 and 41-46; and second 
instalment of this article, op. cit., p. 404. 

4 See Comparative Print, op. cit., pp. 32-40 and Mi- 
nority Report on S. J. Res. 13, p. 10. 


question of the determination of the new 
company’s rate-base where it belongs— 
namely, in the hands of the Public 
Utilities Commission. 

Rate Structures. Two provisions re- 
lating to the Capital Transit Company’s 
rate structures appear in the merger 
agreement. The first provides for free 
transfers between railway lines within 
the District and authorizes the Com- 
mission to determine the terms and con- 
ditions under which transfers may be 
granted between cars and busses and 
between bus lines. The second provision 
authorizes the Commission to fix school 
fares at three cents and makes in- 
operative the 1931 Act of Congress by 
which the Commission was authorized 
to set such fares at not more than three 
cents, 136 

The transfer clause was accepted by 
the representatives of the public only 
as a part of the compromise sponsored 
by the Citizens Committee in December, 


1932. They had favored universal free 
transfers between busses and between 
busses and street-cars, as well as be- 


tween street-cars.37 In the writer’s 
opinion, it is unfortunate that the uni- 
fication agreement did not authorize 
such universal transfers. While the 
Commission might use the authority 
given it to determine the conditions 
under which transfers involving busses 
might be issued to provide that all trans- 
fers be free, it has not done so during 
the first year of unified operation, and 
probably will not do so. When con- 
sidered in the light of the history of this 
transfer clause as it was discussed 
throughout the merger negotiations, it 
appears as a definite instruction to the 


13 Definitive Unification Agreement, pp. 11-13. 

1% [bid., pp. 12, 13. 

137 The proposal for free transfers did not relate to 
the small number of deluxe bus lines. See Minority 
Report on S. J. Res. 13, pp. 8-9, and Evening Star, De- 


cember 22, 1932. 
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Commission not to grant free transfers 
except between street-cars."** A question 
of principle is involved whether the 
bus-lines of the District of Columbia are 
to be treated as integrated parts of the 
District’s transportation system or as 
isolated agencies. As has been pointed 
out previously, the writer believes that a 
truly unified transportation system can- 
not be developed unless bus-lines_re- 
ceive the same transfer treatment as 
street-car lines.'° 

The school-fare clause merely writes 
into the unification agreement the three- 
cent rate which has been in effect since 
1931. This establishment of lower rates 
for school children as a permanent part 
of the rate structure, as the writer has 
previously stated,'*° is thoroughly de- 
sirable. 

Purchase of Power. No phase of the 
merger problem has excited more con- 
troversy than the terms and conditions 
under which the new company was to 
purchase power from the Potomac Elec- 
tric Power Company."™! The basis of the 
controversy was the attempt by the 
traction interests to perpetuate the ar- 
rangement under which the Washington 
Company had purchased current from 
its subsidiary, the Potomac Company, 
at a price which was admittedly below 
cost.'" Largely because of Dr. Maltbie’s 
scholarly demonstration of the unsound- 

138 See, for example, Hearings on S. J. Res. 13, op. 


cit., pp. 28, 39, 75, 96, and 121. 

189 See second instalment of this article, op. cit., pp. 
412-413. 

140 See ibid., p. 413. 

M41 While the Capital Traction Company had gener- 
ated most of its own power, its costs were so much higher 
than those of the Power Company that it was generally 
agreed throughout the merger negotiations that most of 
the power would be purchased from the latter. See 
Report on Proposed Merger, op. cit., pp. 102-107. 

142 According to the terms of the contract entered into 
by the Washington and Potomac Companies in 1906 and 
modified in 1917, power was to be furnished in sufficient 
quantities to meet all the former’s operating require- 
ments and for resale to other traction companies. The 
Railway Company was to pay its proportionate share 


ness of this arrangement, later merger 
proposals provided that only 63% of the 
power purchased by the Capital Transit 
Company was to be paid for in ac- 
cordance with the existing contract 
between the Washington and Potomac 
Companies. The remaining 37% was to 
be paid for at rates to be determined by 
the Public Utilities Commission.'* Even 
this compromise, however, was unsatis- 
factory to the public representatives. 
Their unremitting opposition to the 
whole idea of passing over to the new 
company the Washington Company’s 
favorable power arrangement finally 
resulted in acceptance by the traction 
interests of a provision directing the 
latter to cause its subsidiary to enter 
into a contract with the Transit Com- 
pany whereby it would furnish an ade- 
quate supply of power at such rates as 
the Commission might fix from time to 
time.!# 

Such a provision is the only sound 
method of handling the power question. 
It is in harmony with modern ideas as to 
flexible, continuous regulation as con- 
trasted with the more rigid franchise and 
contract regulation of rates and service. 
Moreover, it prevents perpetuation of 
the thoroughly unsound arrangement by 
which the Power Company sold current 
for use on the traction lines at less than 
cost. While the early advantages of the 
of the operating costs of generation, exclusive of any 
demand charge. This meant that it paid nothing to- 
ward plant maintenance and depreciation, taxes, gen- 
eral expenses, and return. Maltbie estimated that the 
Washington Company, in 1927, paid less than 4 mills 
per kw. hr., while the bare cost of generation, exclusive 
of taxes, depreciation, return, etc., was 4.6 mills per 
kw. hr. If this company had paid the full cost of the 
power used during 1927, its operating expenses would 
have been at least $300,000 greater. See Report on Pro- 
posed Merger, op. cit., pp. 101-107. 

143 After 15 years, the Commission was to fix the rates 
on the 63% as well. See Comparative Print, op. ctt., 
pp. 20-22. ; 

144 See Minority Report on S. J. Res. 13, pp. 3-8 


Definitive Unification Agreement, p. 11, and Eventing 
Star, December 22, 1932. 
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contract to the Power Company may 
have offset to some extent the advan- 
tages to the Railway Company in recent 
years,’ the fact remains that the ar- 
rangement has been unfair to other 
patrons of the Power Company. Such 
discrimination is especially objectionable 
in view of the method by which electric 
rates are determined in the District and 
in view of the fact that the North Ameri- 
can Company owns both companies. By 
selling below cost to the Railway Com- 
pany, the Potomac Company has lost 
considerable revenue. Profits which 
rightly belonged to it went to the Wash- 
ington Company and thus did not serve 
as a basis for lower rates to other con- 
sumers of electricity, as they normally 
would under the sliding-scale plan by 
which electric rates in the District are 
determined.'* Since no such sliding- 
scale plan of automatically adjusting 
transit rates and revenues is in force, 
the North American has thus been 
money ahead and the public interest has 
suffered. 

There is, of course, some theoretical 
possibility of gain to traction patrons in 
that these lower power costs may have 
kept fares from being higher than they 
might otherwise have been. In view, 


45 Mr. W. F. Ham, for many years president of both 
companies, testified before the Senate Committee that 
the struggling Power Company would probably have 
been unable to sell its bonds had they not been guar- 
anteed, in accordance with the contract, by the stronger 
Railway Company. He stated, further, that the former 
needed the power load of the traction company in order 
to operate successfully, as other day-time demands for 
power were small. See Hearings on S. J. Res. 13, op. 
cit., pp. 127-129. 

46 Under a consent decree secured by the Public 
Utilities Commission and the Power Company from the 
Supreme Court of the District of Columbia in 1924 as 
a means of terminating rate litigation, the following 
arrangement became effective: one-half of earnings in 
excess of 714% upon an agreed valuation would be used 
to provide a cut in service rates; if return over a period 
of years was less than 714%, rates were to be raised. 
(See 12th Annual Report, Public Utilities Commission, 
1924, pp. 46-49.) 


however, of the general upward tend- 
ency of fares in the District in recent 
years, it is apparent that most of the 
gains have gone to the Railway Com- 
pany’s stockholders, chief among which 
is the North American Company. This 
would have been true in only slightly 
less degree if the Capital Transit Com- 
pany had inherited the favorabie power 
contract, since the North American 
Company hoids, indirectly, the majority 
of the Capital Transit stock,’ and since 
it had been originally intended that all 
the new company’s power requirements 
would have been purchased at the low 
rate, not merely that portion of the total 
power which the Washington Company 
had formerly used.'48 

Cost of Paving and Crossing Policemen. 
Taxpayers of the District have a direct 
interest in the merger. One clause pro- 
vided that the Transit Company should 
be relieved from paying salaries of cross- 
ing policemen and from part of the 
paving costs which the old companies 
had borne. Throughout the merger nego- 
tiations all parties have recognized the 
justice of transferring to the taxpayers 
of the District the costs of maintaining 
policemen at street railway crossings and 
intersections, since a large portion of 
their duties has been related to traffic 


47 The North American, indirectly, held enough of the 
stock of the Capital Traction Company to give it con- 
trol of the new company. 


1448 Under the terms of the contract now in force, the 
Potomac Company agrees to furnish adequate power to 
the Transit Company. The latter agrees to buy all 
power used from the former. Assuming a consumption 
of 60 to go million kw. hrs. per year, the rate is 5.933 
mills per kw. hr. subject to change if coal prices should 
change. All power properties owned by the Transit 
Company are leased without compensation to the 
Power Company. In general, the terms of the contract 
appear to be fair to all parties, including patrons of 
both companies. The above price, it will be recalled, is 
about 2 mills higher than the Washington Company 
paid in 1927 and about half as large as the costs incurred 
by the Capital Traction Company in generating its own 
power in 1927. 
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other than railway traffic.“® Sharp dis- 
agreement arose, however, as to the ex- 
tent to which the Company should be 
relieved of paving costs. 

Prior to the merger, the trolley com- 
panies were legally bound to pay all 
expense involved in permanent improve- 
ments on public bridges used by the 
street-cars and in paving, repaving, and 
maintaining pavement between their 
tracks and two feet on either side of the 
tracks. The original 1928 unification 
plan relieved the Company from (1) all 
expense of paving on streets formerly not 
paved, (2) three-fourths of the cost of 
repaving and maintaining old pavement 
between the tracks and two feet on either 
side except when occasioned by track 
repairs, and (3) that portion of the ex- 
pense of constructing, improving, and 
maintaining public bridges which is not 
attributable to the installation or ex- 
istence of tracks thereon.'° 

Strenuous opposition by the Board of 
Commissioners, the general governing 
body of the District, to saddling tax- 
payers with these additional paving costs 
led to the Company being relieved from 
only one-half instead of three-fourths of 
the repaving and maintenance of paving 
between and adjacent to the tracks. 
Other provisions of the original agree- 
ment remained a part of the agreement 
as it was finally approved.™! 

Relief from paving costs is in line with 
the current practices of states and cities 
throughout the country.’ There is no 
longer any justification for perpetuating 
the practice. Not only do paving charges 
no longer yield direct benefit to the 


149 See Hearings on S. J. Res., 13, op. cit., pp. 79-81 
and Report on Proposed Merger, op. cit., pp. 49-51, 99. 

180 See ibid., and Comparative Print, op. cit., pp. 23-24. 

151 See Definitive Unification Agreement, p. 12; Hear- 
ings on S. J. Res. 13, op. cit., pp. 79-81; and House 
Report No. 1030, 72nd Cong., 1st Session, pp. 7-12. 

182 See memorandum prepared by President Hanna of 
the Capital Traction Co. and included in House Report 


traction companies, as they did in the 
old horse-car era, but they are actually 
a direct aid to private automobiles and 
taxicabs, the chief competitors of the 
traction industry. Such charges merely 
constitute a special tax upon street rail- 
way companies which are passed on to 
the public in the form of higher rates and 
poorer service. They were justified per- 
haps when the electric lines made 
exorbitant profits in the absence of com- 
petition and effective regulation. Paving 
costs should be borne by taxpayers in 
general rather than by car riders or even 
by stockholders of traction companies. 
The facts that the Capital Transit Com- 
pany operates busses as well as cars and 
also that the presence of tracks in a 
street may increase paving costs some- 
what justify the assessment of part of 
these costs against the Company. It is 
questionable, however, as to whether 
these factors justify the payment of as 
much as half of the repaving costs. 

Future Competition. The merger agree- 
ment specifically encourages competition 
between street-cars and busses on the 
one hand and other transportation agen- 
cies on the other. It discourages, how- 
ever, the establishment of competing 
railway and bus lines. 

Competition of the first type was as- 
sured by amending the phrase giving the 
Transit Company the right to engage in 
the “transportation of passengers” to 
read “transportation of passengers by 
street railway or bus.”* This was an 
outgrowth of the fear that the Company 
might eventually monopolize all transit 
agencies in the District, including taxi- 


No. 1030, op. cit., pp. 10-12, showing the extent to 
which relief from paving charges has been granted by 
state statute, state commission order, charter amend- 
ment, court decision, indeterminate permit law, fran- 
chise ordinance, and special agreement with local au- 
thorities throughout the United States. 
183 See Comparative Print, op. cit., 
Definitive Unification Agreement, pp. 4-6. 


pp. 5-6, and 
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cabs and sight-seeing vehicles. This 
same fear led to modification of the 
clause preventing the establishment of 
competing railway and bus lines without 
the prior issuance of a certificate of con- 
venience and necessity by the Commis- 
sion to make it apply only to agencies 
operating over a given route on a fixed 
schedule.'*4 

In the writer’s opinion, the restriction 
of the Capital Transit Company’s opera- 
tions to street-cars and busses is unfor- 
tunate. It is a reversion to the old idea 
of rigidity which characterized franchise 
regulation. Just as nobody 25 years ago 
was able to foresee the present impor- 
tance of motor busses in the scheme of 
local transportation, so today nobody 
can foresee just what type of vehicles will 
be needed in the future. The only sound 
criterion as to the proper scope of 
operations is what will insure the best 
possible service to the public. The at- 
tempt to hamstring future operations of 
the Company is based on the belief that 
competition is necessary to regulate 
public utilities. It is an economic truism 
that the public interest can best be 
served through the monopolization of 
utility services, not only because of the 
advantages of unified service, but also 
because of the tendency of most utility 
companies to operate under decreasing 
cost conditions and, hence, to make pos- 
sible lower rates as volume of business 
increases. Not only should Washing- 
ton’s street railways and scheduled bus 
lines be completely unified, but there is 
good reason for including in the unified 
system taxicabs and sight-seeing busses. 
While it is probably true that the eco- 
nomic advantages of including such car- 


164 Thid., pp. 12-13. 

185 See second instalment of this article, op. cit., pp. 
415-422. 

186 See first instalment of this article, op. cit., pp. 
284-285. : 


riers in a unified system are not as clear 
as the case for unifying cars and busses, 
experience with taxicab operation in the 
District of Columbia has demonstrated 
the need of placirg that service on a 
coordinate rather than a competitive 
basis with the mass transit agencies.’ 

It is not to be denied that there are 
serious disadvantages of monopolization 
of the District’s transport facilities. Ex- 
perience has shown, for example, that 
stagnation tends to accompany mono- 
poly. It should be remembered, how- 
ever, that the competition necessary to 
prevent the Transit Company from 
stagnation already exists and will prob- 
ably continue to exist. Private automo- 
biles are undoubtedly the most serious 
competitors of street-cars and busses." 
A more serious objection to monopoliza- 
tion of all agencies, including taxicabs, 
is the possibility of a paralyzing strike 
of transit workers. The transportation 
employees of the Capital Traction Com- 
pany were completely unionized, being 
members of the Amalgamated Associa- 
tion of Street and Electric Railway Em- 
ployees. The Washington Company 
operated on an open-shop basis. Since 
the merger, most of the former employ- 
ees of this company have become mem- 
bers of the Amalgamated. A few cab 
drivers belong to a union.’ It is not 
unlikely that complete unification of 
transit agencies would result in more 
complete unionization. In view of recent 
labor tendencies, the possibility of a 
crippling strike on the Washington tran- 
sit lines is by no means remote. On the 
other hand, working conditions on these 
lines have been generally satisfactory 
and the employees have been peaceable 
and well-behaved for many years. It 


187 See Report on Proposed Merger, op. cit., pp. 52-54, 
and second instalment of this article, op. cit., pp. 416- 
417. See also Evening Star, August 27, 1934, for account 
of attempt to form an A. F. of L. local cab-drivers 
union. 
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does not seem probable that serious labor 
dificulty will develop in the future, 
especially since lack of recognition of 
unions has proven to be one of the most 
fruitful causes of strikes and the Wash- 
ington transit officials have already 
definitely recognized the Amalgamated. 
In any case, the strike possibility would 
not be much greater in case taxicabs 
were included in the unified system than 
if they were not included and should not 
be permitted to prevent complete uni- 
fication if it is otherwise desirable. 

The basic objection to monopolization, 
of course, is that it may result in higher 
profits for the Transit Company, higher 
fares, and poorer service. The sound 
method of insuring reasonable rates and 
good service is not to prevent monopoly 
and the possible gains therefrom but 
rather to regulate the utility so that 
most of the gains will pass to the public. 
If the Public Utilities Commission is 
unable or unwilling to protect the inter- 
ests of the public, the government 
should take over the system and operate 
it as a government monopoly. 

In conclusion, even if, in view of the 
present uncertainty as to whether taxi- 
cabs are subject to the Commission’s 
jurisdiction and in view of Washington’s 
abnormal taxicab situation, it is deemed 
wise to continue to keep taxicabs inde- 
pendent of the system for a time, this 
does not justify absolute restriction of 
the Company’s operations to street-cars 
and busses. Eventually, Washington 
should build up a truly unified trans- 
portation system.'* 

Relations with Regulatory Authorities. 
Aside from specific provisions requiring 
approval of the Public Utilities Commis- 
sion for the various terms of the merger, 
the Joint Resolution prescribed in vari- 


188 See supporting view of H. D. Brown, Chief of U. 
S. Bureau of Efficiency, in Report on Proposed Merger, 
op. cit., pp. §1-§2. 


ous ways the future relationship be- 
tween the unified company and the 
regulatory authorities. A general clause 
affirming the Commission’s power to 
regulate the Capital Transit Company 
to the same extent that it regulated the 
old companies was acceptable to all 
parties throughout the negotiations.'*® 
Other proposals, however, which re- 
lated to the regulation of the Transit 
Company excited considerable contro- 
versy. 

One of these was the clause giving the 
Commission power to issue orders neces- 
sary to secure economies contemplated 
by the merger and to require reasonable 
extensions and/or abandonments of 
tracks and other facilities. Spokesmen 
for the public insisted that the Commis- 
sion should have absolute power to re- 
quire extensions and abandonments in 
order to carry out the principle of unifi- 
cation promptly, but did not win their 
point until late in the negotiations. Such 
a provision is undoubtedly advanta- 
geous, as it does not make the Commis- 
sion dependent upon the willingness of 
the transit officials to make the various 
changes necessary to develop a unified 
transportation service. It can push 
necessary changes in trackage, bus 
routes, etc., with the assurance that 
litigation will be minimized.'° 

A second controversial matter was the 
so-called ‘“‘saving”’ clause which reserved 
to Congress the right to alter, amend, or 
repeal the merger resolution and the 
Transit Company’s certificate of incor- 
poration and, in case of such repeal, 
terminated within one year whatever 
franchise rights were created by the 
resolution. This clause was included in 
the Resolution in order to forestall any 


9 Comparative Print, op. cit., pp,s—6, and Definitive 
Unification Agreement, p. 6. 

160 J}id., p. 7; Minority Report on S. J. Res. 13, pp. 
2-3; and Evening Star, December 23, 1932. 
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possibility of the claim being made that 
approval of the merger plan made Cong- 
ress a party to an irrevocable contract 
and divested itself of powers which the 
public interest demands that it retain.’ 

In view of the widespread interest in 
regulation of holding companies, two 
provisions of the merger resolution are of 
significance. One provides that the Com- 
mission should retain its jurisdiction 
over the Washington Railway & Elec- 
tric Company, even though the merger 
transformed it into a pure holding com- 
pany. The other gave the Commission 
power to pass upon the reasonableness 
of charges made against the Capital 
Transit Company by any corporation or 
person holding a majority of its stock for 
services rendered. The District’s regula- 
tory body has thus, by means of a con- 
tract with utility interests, secured 
direct control over a holding company 
and over holding company management 
fees Jevied on an operating subsidiary— 
two types of control which state utility 
bodies do not generally possess. 

The final controversial point relating 
to regulation of the Transit Company 
had to do with unification expenses. The 
public representatives were again suc- 
cessful in incorporating their view into 
the agreement. It was provided that the 
amount as well as the accounting treat- 
ment of the expenses involved in unifica- 
tion should be subject to approval by the 
Commission. Traction officials had 
urged that the public interest would be 
amply protected by merely empowering 
the Commission to determine whether 
these expenses should be charged to 
operating or capital accounts and that it 
would be impractical and productive of 


161 See ibid., Minority Report on S. J. Res. 13, pp. 
10-11, and Committee Print of S. J. Res. 13, p. 23. 

182 See ibid., pp. 21-22; Report on Proposed Merger, 
op. cit., pp. §5-58; and Mosher and Crawford, op. cit., 


pp. 351-366. 


163 See Definitive Unification Agreement, p. 13; Com-. 


unnecessary delay in bringing about 
effective unification if Commission ap- 
proval of every item had to be secured. 
The modern conception of public utility 
regulation demands that commissions 
shall have power to pass upon the rea- 
sonableness of all major items of expense. 
This is especially true of unification 
expenses, in view of the known tendency 
of corporations to be rather extravagant 
in incurring such expenses which are to 
be passed on to the new consolidated 
company. Determination by the Com- 
mission of merely the accounting treat- 
ment of these items would not have been 
sufficient to protect the public interest.’ 

One other matter should be considered 
in this connection, even though no men- 
tion is made of it in the merger resolu- 
tion. No subject excited more contro- 
versy throughout the negotiations than 
the attempt on the part of the public 
representatives to include a provision 
amending the organic public utilities law 


of the District whereby the powers of 
the Supreme Court of the District of 
Columbia to review questions of fact as 
well as points of law in Commission 


orders would be curtailed. Traction 
officials flatly refused to consider a 
merger resolution which contained this 
provision. They contended, rightly, that 
this matter was not pertinent to the 
merger legislation and was merely an 
attempt on the part of the public repre- 
sentatives to make the utilities swallow a 
bitter pill along with the tasty viand 
which all parties recognized the merger 
itself to be. The Senate Committee 
wisely directed that this appeals provi- 
sion be dropped from the merger resolu- 
tion and treated as a separate measure. '®! 


parative Print, op. cit., p. 25. 

164 See Hearings on S. J. Res. 105, op. cit., pp. 15-33. 
For further discussion of the appeals provisions of the 
utilities law, see first instalment of this article, op. cit., 
p. 290; Hearings on S. 3558, 71st Cong., 2nd Session; 
and Evening Star, January 3, 1934. 
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Effects of the Merger 


At the time of writing, the merger has 
been in effect a little over one year. The 
searcher for evidence of important re- 
sults that can be attributed directly to 
the unification of the two old companies 
must labor in a rather barren field. Most 
of the expected improvements in service 
have not progressed beyond the discus- 
sion stage. Many of the anticipated 
economies have not been realized, be- 
cause they are contingent upon extensive 
rerouting and other projected service 
improvements which have not as yet 
been accomplished. Failure to realize 
all benefits which the more optimistic of 
merger proponents had anticipated 
should not blind us to the fact that cer- 
tain definite effects have been evidenced. 
These effects can be grouped under the 
three heads: effects on (1) service, (2) 
rates, and (3) finances. 

Effects on Service. Throughout the 
merger negotiations, it was generally 
expected that unification would result in 
increasing the frequency and speed of 
service, in developing a transit system 
more in harmony with the traffic needs 
and civic requirements of the District, 
and in providing safer, more comfortable 
facilities for car and bus patrons.’ 


Because of a peculiar combination of 
circumstances, not only have none of the 
above objectives been attained but the 
traction officials have been constantly 
on the defensive as a result of their in- 
ability to furnish as satisfactory service 
as had been furnished prior to the mer- 
ger. The chief cause of this situation has 


165 See second instalment of this article, op. cit., pp. 
414-415, for a discussion of service problems of the 
Washington transit system. 

166 As Jate as October, service was so unsatisfactory 
that the Rhode Island Citizens’ Association petitioned 
the Commission for relief and distributed “transit 
delinquency cards” to its members to be checked and 
turned in to the Commission as specific grounds for 
complaint appeared. Scarcely a day went by without 


been the great increase in population 
and governmental activity. This has 
affected service not only by swamping 
the Transit Company with new riders 
but also by increasing traffic congestion 
throughout the District and thus slowing 
down the movement of cars and busses. 
The introduction of the weekly pass 
shortly after the merger went into effect 
intensified the demand for transporta- 
tion. The severe winter of 1934, with its 
accompanying snow, ice, and sickness of 
transit employees was an important 
factor in explaining service deficiencies. 
While the traction interests can justly 
be blamed for failing to foresee and make 
provision for the increased volume of 
business, in the main the factors re- 
sponsible for poor service during 1934 
were largely beyond the control of the 
Transit Company.'® 

Failure to improve service along the 
lines indicated in the first paragraph of 
this section can be explained in various 
other ways. Increased speed and fre- 
quency as well as the development of a 
balanced system to harmonize with 
traffic needs and civic requirements 
necessitate extensive rerouting of car 
and bus lines. Rerouting, in turn, with 
its attendant expense and forced changes 
in riding habits, traffic routes, and real 
estate values, must be predicated upon a 
thorough study of the present and future 
transit needs of the Capital and the 
characteristics of a system capable of 
meeting those needs. Barren though the 
first year of the merger has been as re- 
gards actual improvements in service, 


some citizens’ group making formal complaint to the 
Commission. The Company officials admitted the seri- 
ous situation, but presented data to the effect that they 
were doing everything possible to remedy the situation. 
See, for example, President Hanna’s statement that, 
during the first four months of 1934, the Company in- 
creased the number of cags in operation 18%, the num- 
ber of busses 20%, and the number of employees 12%. 
See Evening Star, February 5, 14-17, 23, May 9, and 
October 3, 1934. 





TRANSPORTATION IN THE DISTRICT OF COLUMBIA 


excellent progress has been made in 
studying rerouting problems. The Utili- 
ties Commission, the National Capital 
Park and Planning Commission, the 
various citizens’ associations, and the 
Capital Transit Company itself have 
made rerouting the chief order of busi- 
ness during the past year. At public 
hearings held intermittently between 
August and November, no less than Io 
detailed, comprehensive rerouting plans 
and a host of supplementary suggestions 
were considered.'*7 While these various 
proposals are so detailed and in some 
respects so conflicting as to defy sum- 
marization, they do possess certain 
common aims and objectives. These can 
be stated as follows: (1) more direct 
street-car lines for the shorter, more 
congested arteries operated through the 
downtown districts and into the densely 
populated residential areas; (2) a system 
of fast express bus-lines connecting out- 
lying sections with the downtown area; 
(3) a system of cross-town or outer bus 
lines affording easy access between out- 
lying parts of the city without entering 
the downtown area; (4) establishment of 
bus-lines where rebuilding of tracks is 
scheduled, except in congested areas; (5) 
substitution of loops for terminal stubs 
in the downtown area; (6) reduction of 
trackage from four to two on such con- 
gested streets as 14th Street, G Street, 
and New York Avenue; and (7) use of 
car lines running through the downtown 
area rather than ¢o the downtown area. 

While it is difficult to predict which of 
the various objectives described above 
will be attained and just when such 
changes will become effective, it is rea- 
sonable to expect that most of them will 
be realized in the near future. The whole 

167 Rerouting plans were worked out by John Beeler, 
an expert retained by the Commission, Fred Sager, the 
Commission’s Chief Engineer, Harland Bartholomew of 


the Park and Planning Commission, and W. B. Ben- 
nett of the Transit Company. 


IOI 


matter is under consideration by the 
Utilities Commission and the Company 
stands ready to spend betweén $1,000,- 
000 and $1,500,000 for rerouting as soon 
as the Commission gives the word. It 
is unlikely, however, that the Commis- 
sion will adopt one definite rerouting 
plan; it is more likely to make piecemeal 
changes, observing carefully the effects 
of each change upon the system as a 
whole. It has already issued a few 
specific orders providing for use of busses 
in place of street-cars, rerouting of car 
lines, and relocation of tracks.!* 
Realization of the third general ob- 
jective as to service—the provision of 
safer, more comfortable facilities—is 
largely a matter of securing new equip- 
ment. The antiquity, lack of heat, poor 
ventilation, and rough riding qualities 
of Washington’s street-cars have become 
proverbial among regular riders and 
have been admitted, to some degree, by 
transit officials. Failure to introduce new 
rolling stock has been attributable 
largely to three factors: (1) poor financial 
condition of the industry up until recent 
months, (2) lack of progress made by 
manufacturers of street-cars in perfect- 
ing new models which would have any 
real advantage over cars now in opera- 
tion, and (3) the remarkable strides 
taken by bus manufacturers in develop- 
ing large capacity, comfortable, eco- 
nomical vehicles. Even after the Com- 
pany’s financial condition began to im- 
prove, its officers hesitated to purchase 
new cars which might soon become 
obsolete or be replaced by busses. Late 
in 1934, however, the Capital Company 
finally placed an order for 20 new-type 
street-cars. It is reasonable that further 
acquisition of new equipment should 


168 For detailed discussion of the rerouting plans and 
public reaction to these plans, see idid., August 3-De- 
cember 20, 1934, inclusive, especially August 7-19 and 
October 3, 5; 22, and 24, 1934. 
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await definite decis.on as to the extent 
to which busses are to be substituted for 
cars in the District and the completion 
of experiments now in progress looking 
toward the perfection of faster-acceler- 
ating, prompter-braking cars with rub- 
ber-cored wheels.!°° 

Effects on Rates. While unification of 
the transit properties has not caused the 
general fare of 10 cents or 4 tokens for 
30 cents to be reduced, the average fare 
dropped from slightly over 8 cents dur- 
ing the 11 months preceding the merger 
to approximately 6% cents during the 
first 11 months of 1934, the lowest point 
since 1919.'*° This is explained by the 
introduction of the weekly pass during 
the first week of unified operations and 
by elimination of the inter-company 
transfer charge of one-cent. 

Not only has the merger resulted in 
an actual reduction in fare but it has also 
benefited transit patrons by introducing 
a more convenient and more popular 
rate structure. The weekly pass is well 
liked as it reduces the congestion inci- 
dent to entering cars and thus reduces 
the lost time involved in stopping for 
passengers. The intangible benefits de- 
rived from eliminating the one-cent 
transfer are obvious, as that charge was 
a constant source of irritation to pas- 
sengers and transit employees alike. 

Although some allowance should be 
made for the fact that the weekly pass 
might eventually have been introduced 
had the two traction companies not 
united, the merger has undoubtedly 
been a great success as far as its effects 
upon fares are concerned. It is within 


169 A major factor in explaining the stagnancy of car 
engineering has been the almost complete cessation of 
demand for new equipment during the long depression 
of the traction industry. Recent revival of the industry 
should stimulate the development of new types of 
equipment. See President Hanna’s statements as re- 
ported in ibid., July 16, and November 27, 1934. 

170 See second instalment of this article, op. cit., p. 405. 
171 Net income is not used as a basis of comparing 


the realm of possibility, also, that econ- 
omies incident to rerouting may make 
possible a reduction in basic fares and in 
the price of the weekly pass. - 

Financial Effects of the Merger. The 
fact that the operations of the unified 
company have been so much more suc- 
cessful than were those of its predeces- 
sors during the years prior to the mer- 
ger has been widely heralded as evidence 
of the financial benefits of unification. 
Careful analysis, however, shows that 
the great increase in operating income 
has been attributable not so much to 
economies incident to unification as to 
increase in the number of passengers 
(Table IX). While operating income!” 
during the first 11 months of 1934 was 
more than twice as large as in 1933, the 
number of revenue passengers increased 
approximately 77%, operating expenses 
per car-mile declined less than 6%, and 
operating expenses per bus-mile actually 
increased 10%.' These facts do not 
mean that the merger has not been of 
distinct financial benefit. Unification 
is undoubtedly responsible for a part of 
the increase in passengers in so far as it 
made possible the effective use of the 
weekly pass and the elimination of the 
one-cent transfer charge between street- 
cars of the two companies. Then, too, 
even a small decline in operating ex- 
penses per car-mile during a period of 
rising labor and material costs is no 
small accomplishment and indicates that 
the:-merger has resulted in some econ- 
omies. In general, however, it is in- 
accurate to attribute to unification the 
great improvement in the financial con- 


operations before and after the merger, because of the 
distorting influence of the $1,800,000 dividend income 
received from the Potomac Electric Power Co. by the 
Washington Co. during 1933. 

172 The $330,000 reduction in depreciation charges is 
not a real economy, as it was the result of a temporary 
change in accounting methods. See section headed 
“Accounting Methods,” supra, p. 91. 
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Taste IX. Comparison OF TRANSIT OPERATIONS IN 
tHE District oF CoLumBiA BEFORE AND AFTER 
THE MERGER OF DECEMBER I, 1933* 


(000’s Omitted) 








| Capital Capital 
Traction Transit 
. R. | Company, 
| & E. Cos. 1st 11 
(com- months, 
bined), 1934 
1st 11 
months, 





Passenger revenues—rail.. 
Passenger revenues—bus..........| 
Other operating revenues 





Total operating revenues 


Operating expenses and taxes: 
Way and structurest 
Equipmentt 
Power 


Operating income................+! 
Non-operating income............. 
Interest on funded debt........... 
Other deductions from gross....... 
Net income 


Total revenue passengers . 
Revenue passengers—rail........ 
Revenue passengers—bus... . | 
Car-miles 
Bus-miles 


140, 343 
127,624 
12,719 
17,215 

5,193 


$0. 39075 
. 16731 
. 26048 
. 14580 


| $0.41350 
. 15780 
. 27663 
- 13239 


Operating revenues per car-mile. . 

Operating revenues per bus-mile... . | 
Operating expenses per car-milef.. . . | 
Operating expenses per bus-milet... | 








* Based on monthly reports of the companies filed with the 
Public Utilities Commission. The Capital Transit Company’s 
report for December, 1933, is omitted in order to facilitate 
comparison of operations during the first 11 months of each 
year. 

+ Exclusive of depreciation. 

t Exclusive of depreciation and taxes. 

§ This includes $1,800,000 income from dividends on Poto- 
mac Electric Power Company stock which was owned by the 
Washington Company and retained in its possession after the 
merger. 


dition of transit lines during 1934. The 
increased population of the Capital area 
and the increased tempo of government 
activity were primarily responsible alike 
for the deterioration in service during 
the past year and for the financial im- 
provement. 


Government Ownership 


No discussion of the possible solutions 
of any public utility problem is complete 
without careful consideration of govern- 
ment ownership. While little or no at- 
tention has been given to this means of 
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handling Washington’s transportation 
problem, a recent statement by Senator 
McCarran of Nevada, a member of the 
Senate District Committee, that he in- 
tends to introduce during the 1935 ses- 
sion of Congress a bill providing for 
public ownership of all utilities in the 
District, promises to bring this question 
into the limelight.!¥ 


In the writer’s opinion, there are three 
sets of circumstances, any one of which 
would justify government ownership and 
operation of the District’s transit sys- 
tem. The first is the making of large 
profits by private utilities through charg- 
ing excessive rates of fare and /or fur- 
nishing poor service. The second is the 
inability of the privately operated sys- 
tem to earn sufficient revenues to cover 
operating expenses and attract sufficient 
capital to maintain a high calibre of 
service. If the service is indispensable 
and yet cannot be made self-supporting, 
the only alternative is to run it as a tax- 
supported enterprise under government 
control. The third condition under which 
public ownership would be advisable 
would be the possession by a consider- 
able portion of the local residents of a 
social philosophy which would, favor 
giving consumers control over essential 
services and a favorable political en- 
vironment for making such control 
effective. 


None of these circumstances is present 


in the District of Columbia today. It is 
conceivable, though not probable, that 
the Capital Transit Company’s opera- 
tions will continue to improve until its 
profits become excessive. Before that 
point is reached, the Public Utilities 
Commission should initiate proceedings 
looking toward a reduction of fares and 
should see that proper service standards 
are maintained. On the basis of that 


173 See Evening Star, November 20, 1934. 
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body’s past record, the public has little 
to fear that it will be derelict in its duty. 
If it should fail to keep rates reasonable 
and service satisfactory, then govern- 
ment ownership could be considered. 
The rerouting proceedings which are now 
under consideration give every promise 
of improving service and effecting econ- 
omies which may result in lower rates. 
It would be unfortunate indeed if in- 
jection of the controversial government 
ownership issue into current utility dis- 
cussions should prevent or delay these 
greatly needed changes in the existing 
transportation system. 

Prior to the upturn in revenues late 
in 1933, it appeared as if the second con- 
dition mentioned above had been reached. 
The continued decline in earnings for 
several years raised the question as to 
whether the transit lines were self-sup- 
porting. It is possible that the lessening 
of government activity and the conse- 
quent reduction in traffic which is likely 
to occur not many years in the future 
may again raise this question. If it does, 
government ownership will be entitled to 
serious consideration. Under present 
conditions, however, the transit com- 
panies are distinctly self-sustaining and 
there is no necessity of making the 
transit system a government-controlled, 
tax-supported agency. 

Contrary to Senator McCarran’s view 
that Washington is “‘an ideal commun- 
ity” in which to consider a public owner- 
ship program, the writer’s opinion is that 
it is a less desirable place for such a 
program than almost any other place 
within the United States. While it is 


impossible to generalize as to the social 
philosophy of residents of the District, 
the political environment is distinctly 
unfavorable to government ownership. 
Government ownership of the transpor- 
tation system of the District would give 
the patrons of that system no more voice 


in controlling service and fares than they 
have today, as the District Government 
is controlled by Congress and not by the 
residents of the area. As a matter of 
fact, car and bus riders would probably 
have less control over transit problems 
under “Congressional” ownership than 
they have today. Through their citi- 
zens’ associations and the Public Utilities 
Commission, they are able to bring con- 
siderable pressure on the private utilities. 
Congress, on the other hand, has not 
been noted for its response to the wishes 
of the residents of the District on vari- 
ous governmental matters in the past. 
From a political or “public welfare” 
point of view, public ownership of transit 
lines and of other public utilities should 
be considered only if and when residents 
of the District of Columbia are given 
some voice in controlling their own af- 
fairs or at least some voice in Congress. 


Conclusion 


The local transportation problem in 
the District of Columbia is by no means 
solved. While greater progress has been 
made since the upturn in traffic in 
October, 1933 than had previously been 
made in many years, certain specific 
steps must be taken if this progress to- 
ward solution of the problem is not to 
be lost. 

First, the rerouting program must be 
pushed to completion without delay and 
careful thought given to the extent to 
which busses should replace street cars 
and to what extent newer forms of rapid 
transit, such as subways and elevated 
lines, should be introduced. Second, the 
power of the Public Utilities Commission 
to regulate taxicabs must be clarified 
and strengthened by Congress and the 
Commission must work toward making 
the taxicab industry a part of the unified 
transit system of the District. Third, the 
Transit Company should supplement its 
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use of the weekly pass with such other 
attractive rate systems as the nickel 
permit, the zone fare, and the universal 
transfer. Fourth, the Washington Rapid 
Transit Company should be merged with 
the Capital Transit Company without 
delay. Fifth, the fair value of the transit 
properties and the method of handling 


depreciation should be determined as 
soon as possible in order to remove the 
cloud of uncertainty which has overhung 
fare regulation for many years. Finally, 
appeals from the orders of the Public 
Utilities Commission should be limited 
to questions of law rather than to ques- 
tions of fact as well. 





Book Reviews 


Foreman, Clarence J. Rent Liens anpb 
Pusiic WELFARE. New York: Macmillan 
Co., 1932. pp. vi, 207. §. 

In his preface the author makes the ser- 
ious charge that “courts are constantly 
warping the law in favor of property owners 
and creating economic anarchy” through 
their interpretation of the nature of the 
rent lien. His thesis is that legislatures and 
courts have gradually increased the rights 
of the landlords at the expense of the com- 
mercial classes who buy the products of the 
tenant. In the first stage of the evolution of 
the rent lien, the landlord could secure the 
payment of rent by seizing a part of the 
tenant’s crop while it was still on the 
premises. In this stage the matter was 
purely a private landlord-tenant relation- 
ship. In the next stage, however, the pur- 
chaser of the tenant’s crop became involved, 
because the landlord was granted the right 
to seize goods taken from the premises 
without notice of lien; he became still more 
involved when he was held liable not only 
for the property, but for its value whenever 
it has been sold to a third person. In the 
final stage, the purchaser was considered 
liable even without notice or knowledge of 
any circumstances indicating the existence 
of a landlord’s lien. This, the author holds, 
is an infringement of the rights of the com- 
mercial classes who buy from tenants, which 
means 40% of all the farmers of the United 
States. In this way the subject of the rent 
lien touches the principles of the freedom 
of trade and commerce and becomes a 
matter of public policy. 

As a remedy the author suggests definite 
legislation to prevent the removal of prop- 
erty from the premises unless the tenant 
has made definite arrangements with the 
landlord for his rent, or has received per- 
mission to sell the products. Furthermore, 
the tenant should be obliged to furnish a 
guarantee that the property so purchased is 
free of all liens. A fine double the amount of 
the lien is to be imposed to reimburse the 
landlord in case the statute is violated 
(pp. 193-4). 

The reviewer does not question the thesis 
set forth by the author. That the “innocent 
purchaser” is made the victim is ably pre- 
sented and substantiated by many court 


decisions. However, the question remains 
whether the cases are numerous enough to 
warrant the alarming statements made in 
the preface. Tenants no doubt have the 
opportunity to sell property in which an 
ps ana owner has rights, but merchants 
living in communities where tenants are 
numerous generally know all the landlords 
and renters in their neighborhood, and know 
how to safeguard their own interests in 
dealing with them. 

There is also a grave question whether 
the remedies suggested (pp. 192-4) are 
adequate. Several of them are available at 
the present time. The double fine may be 
able to reach a tenant who has some prop- 
erty, but means nothing in the case of a 
cropper who furnishes only his labor and 
whose share of the crop is mortgaged before 
it is “made.” Furthermore, in so far as the 
tenant is considered “largely the root of the 
evil,” and the penalty for the removal and 
bona fide sale of property falls upon him 
rather than on the purchaser (pp. 190-1), 
the suggestions made tend to strengthen the 
economic and legal position of the landlord 
(and therefore the property owner) as 
against the tenant or non-property holder. 

GeorceE S. WEHRWEIN. 


Dimock, Marshall E. British Pus ic 
Uriuities AnD NaTIonAL DEVELOPMENT. 
London: George Allen & Unwin, Ltd., 
1933» PP- 349. 

In his British Public Utilities and Na- 
tional Development, Professor Dimock under- 
takes to analyze the policy, organization, 
management, and control of Great Britain’s 
four national utilities—railways, telephone 
and telegraph, national electricity planning, 
and broadcasting—as well as certain local 
utilities, and to evaluate their role in na- 
tional development. He writes primarily 
for “the intelligent citizen who is interested 
in public affairs” but also for the public 
utility official, the labor leader, the person 
in public office, and the university student. 
A proper appraisal of public utilities, he 
urges, requires a “rediscovery” of the old 
political economy and he pledges his efforts 
to reunite economics, public administration, 
law, and philosophy in his consideration of 
British utilities. These highly commendable 
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objectives, paraphrased from his preface, 
outline an ideal project for a scholar properly 
equipped. Such an appraisal, to be of value, 
must rest upon much arduous preliminary 
research which unhappily had not been 
done for these four national utilities. Un- 
fortunately, the temptation to produce 
“the first study which has appeared dealing 
in a comprehensive manner with British 
public service undertakings” has led Pro- 
fessor Dimock to finish in nine months what 
a more timorous author would not have 
attempted short of several years. The 
result is disappointing. 

Aside from his final chapter, Professor 
Dimock seems not so much author as editor. 
By a judicious selection of secondary sources 
and memoranda supplied by the public 
bodies under investigation, he presents a 
broad picture of the development of social 
control and of the present conflict of opinion 
as to merits and demerits of present public 
bodies through which it is exercised. But 
one is confused for lack of a standard of 
effective public administration or a criterion 
by which to evaluate the operations of the 
public bodies described. Professor Dimock’s 
conclusions often have a “Zarathustrian” 
quality indifferent alike to statistical test 
and theoretical considerations. For instance, 
he quotes with approval the opinion that 
“no ground exists for branding such com- 
petition [motor transport with railways] as 
unfair unless the road service is not con- 
tributing its proper share to road main- 
tenance or rates and taxes,” and concludes 
that “so long as this view obtains, the 
public may be assured that the national 
economy is being soundly and fairly de- 
veloped” (p. 114). Has he never heard of 
the practice of “skimming” a market, thus 
threatening the continuity in that area of 
basic services which cannot be made to 
cover total costs apart from the paying 
business sequestered by an alternative me- 
dium itself unable to render those essential 
services? Again, one is perplexed when the 
author apparently objects to using broad- 
casting receipts for general governmental 
purposes (p. 278), whereas he brands as 
“unfair discrimination” the law which limits 
the diversion by local authorities of revenues 
from their own electricity undertakings to 
the aid of local taxation (p. 249). Would 
Professor Dimock defend the principle of 
taxation underlying this practice? 

The two weakest chapters are those deal- 


ing with electricity planning. Neither the 
organization of the Central Electricity Board 
nor its relation to the supply. industry is 
adequately handled and the status of 
Joint Electric Authorities (pp. 205 and 257), 
the treatment accorded municipalities (pp. 
215-16), and the protection to owners of 
selected stations (pp. 216 and 223) under 
the plan are dubiously interpreted for lack 
of intimate knowledge of the complex 
factors involved. 

Professor Dimock’s final chapter is a 
good essay on certain general aspects of 
public utility control and administration. 
Albeit its connection with the foregoing 
study is tenuous, it arouses a feeling that, 
were the breadth of his field delimited in 
proper ratio to the time available, he might 
have made a real contribution. It is the 
more disappointing that he has spread 
himself so thinly as to produce merely a 
better than average book of a type far too 
common. 

ME -vin G. DE CuHazeEAu. 


Timoshenko, Vladimir P. Wortp Aari- 
CULTURE AND THE DeEpRESSION. Ann 
Arbor: University of Michigan, 1933. 
pp. 123. $7.00. 

Mr. Timoshenko treats the causes and 
the nature of the agricultural depression 
from an international point of view. His 
picture is composed of a few broad strokes 
across a short canvas. World production, 
supplies, demand, and prices during the 
past decade are interpreted in the light of 
international trade movements, investments, 
and debts. One is at times amazed at his 
courage in attempting to assemble and inter- 
pret world statistics on such, as yet, in- 
tangible items as stocks on hand, and in a 
lesser measure physical quantities of goods 
moving between countries. 

The author is of the opinion that there is 
ample basis for explaining the decline in 
agricultural prices without leaning heavily 
upon monetary policies or the supply and 
value of gold. He makes it clear that the 
causes are more than national in scope. 

Production of agricultural staples in- 
creased more rapidly than did the demand 
for these staples. Stocks accumulated even 
during the period of prosperity. This makes 
evident the necessity for an adjustment of 
supplies of agricultural commodities in 
keeping with the demand for those com- 
modities. 
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A number of reasons may be assigned for 
this overexpansion in production. Increases 
in acreage are of the greatest importance, 
perhaps, but shifts in diets, such as the re- 
placement of cereals by fruits and vegetables, 
and in other fields the substitution of rayon 
for silk and cotton were also influential. 
The important point to be emphasized is 
that stocks of agricultural commodities 
began to accumulate some years before the 
depression, while the accumulation of sup- 
plies of other raw materials, such as minerals, 
followed or coincided with the crisis. 

Huge agricultural stocks depressed the 
prices of these commodities which in turn 
resulted in decreased purchasing power of 
the agricultural classes. Decreased pur- 
chasing power of so large a group reacted 
unfavorably upon industry. 

At the very time stocks of agricultural 
products were accumulating, European coun- 
tries were expanding their agriculture by 
governmental protection and _ encourage- 
ment. These actions magnified the mal- 
adjustment. The author holds, however, 
that European countries cannot be ex- 
pected to permit their agricultural output to 
drop below pre-war levels, and that export- 
ing countries, such as the United States, 
must adjust their exportable surpluses to 
European needs above this level. Consum- 
ing countries are not likely to lower their 
tariffs to more reasonable levels until sup- 
plies diminish and prices are raised to a 
point covering costs.of production in ex- 
porting countries. Hence, the primary 
remedy put forth is the adjustment down- 
ward of output in agricultural export coun- 
tries. 

Monetary and financial forces hastened 
the depression, but the shortage of money 
was not responsible for the decline in prices 
which began during times of prosperity 
when credit was overexpanded. Restoration 
of price levels through monetary manipula- 
tions would not restore the equilibrium be- 
tween agricultural supplies and the demand 
for them. Debts must be adjusted to the 
price level. The author doubts if the raising 
of prices to the level of those obtaining when 
the debts were incurred is a happy solution. 
This level induced overproduction. Perhaps 
it is best to scale down debts to a lower 
price level. 
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Mr. Timoshenko’s thesis that the obliga- 
tion of reducing production rests largely 
with the agricultural-surplus-producing 
countries is quite in harmony with the 
philosophy of the Agricultural Adjustment 
program as originally conceived and put 
into execution. The reviewer takes mild 
exception to this point of view. It leaves out 
of consideration the possibility of increasing 
standards of living and enhancing demand, 
through wider and freer international trade 
movements. To be sure, this may be diffi- 
cult of achievement, but is it not worth 
trying? 

ASHER Hosson. 


Schlesinger, Arthur M. Tue RIse oF THE 
City. New York: Macmillan Co., 1933. 


Pp. xvt, 494. $4. 


As Volume X in the series, ‘““A History of 
American Life’’, this book deals rather more 
with the social than with the strictly 
economic aspects of American urban life. 


However, the period which the book 
describes was a crucial one in American 
economic history. In the years 1878-98 
“the United States . . . was trembling be- 
tween two worlds, one rural and agricultural, 
the other urbah and industrial. In this span 
of years the fateful decision was made.” 
Consequently, all forces which were shap- 
ing this trend toward a predominantly urban 
and industrial civilization take on special 
significance. 


To the student of land and public utility 
economics the chapter on “The Urban 
World” is of particular interest. Here the 
author has described the rise of the city 
primarily in terms of the technological im- 
provements which made urban living pos- 
sible. Developments in transit, light, and 
communication occurred in rapid succession 
in these 20 years, giving a tremendous im- 
petus to urban growth and profoundly in- 
fluencing the structure of American cities. 
The speed of this growth and its planlessness 
naturally led to many mistakes and evils 
which future generations will have to rem- 
edy. But the pattern of American urban 
life was in large measure set in these last 
two decades of the 19th century. 

HeEten C. Moncuow. 





